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ECONOMICS AS A FIELD OF RESEARCH ! 


SUMMARY 


I. The social sciences differ from the physical in that the observer’s 
interest lies within them, 1.— The contractual and the institutional 
views of society, 5. — Corresponding types of investigation, 6. — The 
genetic point of view, 7.— II. Group research and its promise, 11. — 
Induction and deduction, 12. — Fruitful hypotheses essential, 14. — 
Individual research; the constructive imagination, 15. — Promising 
types of research, 16. — The limitations and promise of research, 23. 


I 


THE social sciences, like the natural sciences, proceed 
upon the one great premise that the intricate flux of 
events can in some way be explained. What appear to 
be arbitrary or capricious happenings can be fitted into 
a scheme which has no room for anything but dependa- 
ble uniformity and regularity. Such is the first article 
of the scientist’s creed. The second article of that creed 
is that the one way to come to a knowledge of these 
hidden uniformities is by means of those patient and 
methodical inquiries which we call research. 

The social sciences, however, have to be distinguished 
from the physical sciences, not only because the phe- 
nomena with which they deal are more complex, be- 

1. Read before the Institute for Research in the Social Sciences, of 
the University of Virginia, on May 20, 1927, as the second of a series of 
lectures dealing with the fundamental objectives and methods of re- 


search in the social sciences. 
1 
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cause their data are less exact, and because the exper- 
imental method which the more rigorous physical 
sciences employ is generally not available to them, but 
also because they encounter problems of orientation 
which are peculiar to them and from which the physical 
sciences are free. The physical scientist sets himself, as 
an impartial observer, outside of nature, inquires into 
nature’s processes, and tries to reduce them to simple 
general relations. He does not hope to be able to change 
nature, or even in any literal sense to gain ‘‘increased 
power over nature.’”’ But he knows that as we come to 
understand nature’s processes better we are able to 
make better use of them — which means merely that 
in our ways of doing things we take account of our new 
knowledge. The data of the physical sciences are physi- 
cal phenomena, but the problems which these sciences 
seek to solve are born of human interests, and so far as 
the knowledge which they yield has instrumental value, 
it serves human ends and leads to modifications of hu- 
man arrangements. 

The social scientist cannot, in any comparable way, 
put himself, as an impartial observer, outside of so- 
ciety, so as to get a view of social processes as a con- 
nected whole. His interests, his values, his ends, lie 
within that connected whole. Every occurrence in the 
contemporary life of a society enters into two separate 
sets of relations. In the first place, every such occur- 
rence is a phenomenon, a scientific datum, which has to 
be fitted into the ordered scheme of social processes. In 
the second place, every such occurrence has its own im- 
mediate and concrete significance, and has to be ac- 
corded its due weight in any system of social values. 
We seek to understand the impersonal processes of na- 
ture and to take account of them, but we neither ap- 
prove nor disapprove of them. We also seek to under- 
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stand and to take account of social processes, but we 
reserve the right to approve or disapprove of them. We 
do not hope to change nature’s uniformities; but the 
processes of organized society, we believe, are in some 
degree plastic. So far as the knowledge which the social 
sciences yield has instrumental value, it serves social 
ends and leads to modifications of social arrangements. 
In any complete view the realm of the phenomena of 
organized society and the realm of ends are coterminous. 
The great first premise of the scientific method compels 
us to view these phenomena as rigidly determined and 
predictable, while the interests that prompt our scien- 
tific inquiries imply that they are in some measure 
amenable to control. 

Upon the general philosophical aspects of the predica- 
ment in which the social scientist finds himself I do not 
propose to dwell. My present concern is with the prac- 
tical devices by means of which men interested in social 
problems have been able to get something of value out 
of the scientific study of social processes. These de- 
vices all involve some particular orientation and some 
particular ordered scheme of abstraction. The tradi- 
tional type of economic theory, for example, rests upon 
the common interest in increasing the production of 
wealth and securing its juster distribution. The data 
which it submits to scientific scrutiny (the pertinent 
aspects of the physical environment, along with other 
commonplace facts, being taken as given) are the re- 
ciprocal relations between certain types of human con- 
duct that appear to be fairly stable and dependable in | 
the mass, and the variations of such economic magni- 
tudes as product, prices, wages, costs, profits, and in- 
terest rates. The economic processes of society are thus | 
viewed as constituting an intricate but reliable mechan- | 
ism, operating in an orderly and predictable way. 7 
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But this economic mechanism is something more than 
an object for scientific analysis and contemplation. It 
may be controlled, directed, or interfered with. It is a 
social instrument, to be used as our communal interests 
may dictate. Above the economic man stands the po- 
litical man, free to limit and define the field of the eco- 
nomic man’s activity, to impose conditions upon him, 
to prevent him from doing certain things, to encourage 
him to do others. It is incorrect, therefore, to say that 
the traditional political economy implies a wholly mech- 
anistic view of human society. All that it implies is a 
particular orientation, with one particular set of social 
processes viewed as a mechanism by free agents who 
want to understand the workings of the mechanism 
because they want to know how best to control it and 
use it. They want to know how far to control it and 
how far to leave it alone, and it is desirable that they 
should be able to predict the more remote as well as the 
immediate effects of particular measures of control. 
Agents, mechanism, instruments, and ends are thus all 
in the picture. Doubtless they are seen in a one-sided 
and partial way, and yet this view of things has proved 
itself to be practically serviceable, and the traditional 
political economy which embodied it was one of the 
great intellectual achievements of the nineteenth cen- 
tury. 

Every social science has to be defined in terms of its 
problems, and accordingly includes agents, instruments, 
and ends, as well as a mechanism, among its postulates. 
But every social science has its own particular orienta- 
tion. Thus for political science the behavior of the po- 
litical man may well be an object of scientific scrutiny, 
just as educational science may focus its attention upon 
the learner and criminology upon the law breaker. The 
same human activities which one science regards as suf- 
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ficiently uniform and dependable in the mass to make 
scientific analysis of them profitable, appear in other 
social sciences as free or plastic. To the economist the 
citizen, the voter, may be a free agent; to the political 
scientist his conduct may be in some measure determi- 
nate; to the student of education he may be a bit of 
malleable human material. 

There is no necessary conflict between these different 
views, for each is a partial view. Held to consistently, 
they would separate the different social sciences rather 
more narrowly and rigidly than is practically desirable. 
A worker in any part of the field of the social sciences 
needs to be aware of the importance for his own prob- 
lems of more orientations than one. But I venture to 
hold that no complete scientific synthesis of all the dif- 
ferent social sciences is possible, if only for the reason 
that, as I have said, the inquirer, with his interests, 
must stand somewhere within society and its processes. 


There is another problem of orientation, which cuts 
across all the social sciences, for there are two different 
possible views of the general structure of society. Both 
views can be traced back as far as the Greeks, but some- 
times one view and sometimes the other has been dom- 
inant. These two views, or ways of conceiving the ( ‘ 
structure of society, are the contractual and the insti- | 
tutional. In the contractual view social arrangements/ 
are deliberate contrivances resting upon voluntary | 
agreements — instruments which men use in attaining | 
their purposes. In the institutional view these same || 
arrangements appear as social habits, the products of | 
history, not really shaped by the rational prevision of 
men, but dominant factors, themselves, in determining 
what men’s purposes and values shall be, and establish- 
ing the patterns which human behavior follows. In the 
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one view, the institutions which make up the structure of 
of society are human expedients; in the other view, man 
himself, except for his endowment of native powers and 
propensities, is the product of life in society. These 
views are variously distinguished, as individualistic and 
social, rational and genetic, atomistic and universalistic, 
mechanistic and organic. Each pair of names conveys 
a particular emphasis, or invokes a particular analogy, 
but each expresses the same fundamental contrast or 
opposition. 

I see no satisfactory ground for any other position 
than that both of these opposed views take account of 
necessary aspects of the structure and the processes of 
organized society, and that neither view, taken by it- 
self, is adequate. Yet the opposition between these two 
views has at one time and another divided social scien- 
tists into two warring camps. We have had, and still 
have, too much of what Mill, in his essay on Coleridge, 
called ‘‘the noisy conflict of half-truths, angrily denying 
one another.” Mill added these wise words: ‘‘All stu- 
dents of man and society who possess that first requisite 
for so difficult a study, a due sense of its difficulties, are 
aware that the besetting danger is not so much of em- 
bracing falsehood for truth, as of mistaking part of the 
truth for the whole.”” These are words for all inquirers 
in the field of the social sciences to remember. Our work 
is retarded and our intellectual energies are dissipated 
n useless quarrels because of our intolerance of methods 
and points of view other than our own. There are only 
two things of which we have a right to be intolerant: 
first, positive errors of fact or of inference; second, in- 
tolerance itself. 


Since the two views of which I have spoken are really 
supplementary, one to the other, it follows that in the 
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social sciences we must make room for two different 
general classes or types of investigation. In the first 
type we concern ourselves with certain aspects of the 
nature and the operations of a complicated social mech- 
anism. We search for uniform and dependable relations 
that will help to explain the degree of order that is ap- 
parent in our social environment. In the second type 
of inquiries we seek to get an understanding, not of those 
general and dependable relations among things which 
we call “‘laws,”’ but of specific events, particular insti- 
tutions, and unique situations. We look for explana- 
tions of differences, of the new forms which our institu- 
tions and our activities assume from time to time. 
What I am trying to emphasize is the distinction be- 
tween the field of “‘science,”’ in a narrow and strict sense, \| 
and the field of “‘history”’ — a distinction which many | 
philosophers have recognized, but which has been curi- 
ously neglected in current American discussions of the 
problems and methods of the social sciences. Because 
both the natural and the social sciences, as commonly 
defined, extend over both fields, I prefer to follow Cour- 
not in distinguishing, not between science and history, 
but between the abstract sciences and the historical 
sciences, between the sciences which have to do with 


those dependable abstract general relations which we | 


call laws, and the sciences which deal with given situa- ’ 
tions or particular events in terms of their specific rela- 
tions to situations and events which have preceded 
them. 

Now it is a capital error to hold (with Thorstein 
Veblen and some of his followers) that the explanation 
of things in terms of their historical antecedents is in 
some special sense a scientific mode of explanation; that, 
as Veblen puts it, modern sciences are characteristically 
“‘evolutionary sciences,” and concern themselves pri- 
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marily with ‘‘unfolding sequences” and ‘‘cumulative 
causation.” The truth is, of course, that the goal 
towards which the natural sciences are always pressing 
— even though it may be an unattainable goal — is the 
explanation of this world of changing and evolving 
forms and types of organization in terms of some simple 
and stable mechanism. Mathematical physics has not 
abdicated to descriptive genetics its place as the perfect 
type of science, and in a manner the ultimate type. 

It is far from my purpose to belittle the importance 
of historical and genetic inquiries for the social sciences. 
I am merely trying to correct what seem to me to be 
prevalent misconceptions respecting the part they play 
in increasing our knowledge. I shall not even attempt 
to support the thesis that the unique and special char- 
acter of historical events makes ‘“‘historical laws’ im- 
possible — for that thesis seems to depend partly on the 
way in which we define ‘‘history,”’ and partly on what 
we mean by ‘“‘law.” There can be no doubt, however, 
that the sort of knowledge that we get from those his- 
torical inquiries which assume the institutional view of 
the structure of society, is not the sort of knowledge 
that we get from those inquiries into abstract general 
relations which assume a mechanistic or contractual 
view of the structure of society. 

The mechanistic or contractual view of society is of 
necessity an instrumental view. The knowledge we get 
from researches into the nature of the general form of 
the economic relations that obtain in such a society is 
practical working knowledge, and can be formulated in 
working rules. It tells us what the general character of 
effects of a particular measure of control will be, what 
will happen if we pull a particular lever. Historical and 
genetic inquiries do not lead to working rules. They 
extend the range of our experience, they give us a better 
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understanding of ourselves and of our possibilities and 
our limitations, they lead to new appraisals of our social 
arrangements, but they tell us little or nothing about 
means. At their best they add to our wisdom, to our 
judgment respecting what things are worth accomplish- 
ing, but they add little to the technical equipment re- 
quired for successful accomplishment. 

Researches into the “‘unfolding sequence”’ of institu- 
tional forms encounter the difficulty that the results 
they give are never scientifically verifiable. Wholly 
different interpretations of the course of history may 
have equally good credentials. A countless number of 
threads of continuity ramify backward into the past, 
and are woven together into what Maitland called the 
seamless web of history. Selection among them has to 
be made on the ground of present interests, and there is 
always the danger that it will be made on the ground of 
present predilections or present prejudices. Every ac- 
count of the origins and the development of any of our 
contemporary institutions involves a revaluation of the 
past as well as of the present. (Consider, for example, 
the contrast between Alfred Marshall’s summary ac- 
count of what he calls ‘‘the growth of free industry and 
enterprise,’ and any one of the various socialistic ac- 
counts of the origins of what the socialists prefer to call 
‘‘modern capitalism.’’) 

Of course, the worker in this field cannot give free 
rein to his imagination, for he is controlled and limited 
by the facts. But his task is not merely to ascertain the 
facts: he has to select them, evaluate them, and relate 
them so that they will tell their story. His task is not 
merely one of research, but of esthetic construction as 
well. What he sees and reproduces will depend not only 
upon what there is to be seen, but upon what he looks 
for, and that will depend upon himself, his training, and 
his interests. 
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I do not mean to suggest that within the limits set by 
the facts the historical or genetic interpretation of our 
existing economic order depends solely upon the personal 
equation of the investigator. If he is an honest workman 
he will be controlled by the circumstance that all of the 
knowledge he gets, by whatever methods of inquiry, 
must fit together so as to be a consistent whole. In 
practice the lines between different views of the struc- 
ture of economic society and different methods of in- 
quiry cannot be drawn so sharply as I may have seemed 
to suggest. The economic theorist does not “‘deduce”’ 
his results from a few simple premises. Even when he 
controls his findings by using statistics, he works in the 
midst of a context of experience, and the system of gen- 
eral relations which constitutes his theory is empty of 
meaning unless it is consistent with that body of experi- 
ence, and explains and organizes some part of it. Simi- 
larly, whatever new views of the structure of economic 
society we get by looking backward to its development 
must supplement and be consistent with that abstract 
and general view of economic relations which we call 
economic theory. Every economic theorist ought to be 
something of an historian, and every student of the de- 
velopment of economic institutions ought to be some- 
thing of a theorist. 

It may be that I have dwelt overlong on these pre- 
liminaries, but this has seemed to me to be an appropri- 
ate occasion for entering a protest against the fruitless 
quarrels of the methodological sects, against their in- 
tolerance, and against their pretensions to exclusive 
possession of the only right points of view and the only 
effective methods of research. We ought to welcome 
sound work in the field of economics — work that really 
contributes to our understanding of economic problems, 
— whatever its orientation and whatever method or 


<= 
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technique it employs. The prerequisite to this degree 
of tolerance is the recognition of the fact that no one 
orientation can possibly lay bare the whole field of the 
economist’s interests. 


II 


I hesitate to try to say towards what particular eco- 
nomic problems research could most profitably be di- 
rected just now. The difficulty is partly in the necessity 
of fitting research problems to the interests and equip- 
ment of the individual investigator and to the resources 
available to him, and partly in the rich diversity of im- 
portant problems. Much depends, moreover, upon 
whether group research or individual research is con- 
templated. 

Group research is an important and promising new 
development. It involves a common attack upon a par- 
ticular problem or set of problems, by an organized body 
of investigators who apportion their work so as to get 
some of the advantages of the division of labor, and who 
may be able to turn over routine parts of their tasks to 
a corps of clerical assistants. This sort of organized 
research undoubtedly has advantages when what is 
wanted is a definite answer to a definite question, and 
when the question is one of fact. The task then is one 
of assembling materials and of putting them through 
appropriate technical processes so as to get a finished 
product. The form, though not the precise content, of 
the product is known in advance. The product must 
always be got by assembling facts in a particular way, 
or by relating them in a particular way. Doubtless re- 
search of this kind, directed toward a definite objective, 
will often yield important by-products; and doubtless, 
also, individual investigators who are engaged in this 
kind of research, will often hit upon new methods of 
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dealing with their materials, or will find that new ex- 
planations and possible new inquiries come into their 
minds. But the specific goal of such research, as I have 
said, is a definite answer to a definite question of fact. 

We have made hardly more than a beginning in or- 
ganized group research in economics, and I look for a 
considerable increase in the number and importance of 
such undertakings. There are many important tasks 
which are beyond the powers and the resources of the 
individual investigator and which call for the codpera- 
tion of a number of investigators, with different capac- 
ities and different training. The advantages of this kind 
of organized coéperation are so obvious that I need not 
enlarge upon them. Its limitations are, or ought to be, 
equally obvious. These limitations are bound up with 
the fact that effective research is more than mere rou- 
tine, more than a manufacturing process. The multipli- 
cation of research activities and the increase of endow- 
ments for research will not of themselves afford any 
assurance that there will be a corresponding increase 
of our understanding of the economic life of society. 
The assembling and systematic ordering of historical 
documents and statistical data is not enough. Willing- 
ness and industry are not enough. A perfected scien- 
tific technique is not enough. The really important 
thing is that research be directed towards the answering 
of significant questions, and it is hard to frame signifi- 
cant questions except in the light of definite hypotheses. 
Formulating questions and hypotheses is the first and 
most important task of the investigator. 


Just because we can make a formal logical distinction 
between deduction and induction, we are prone to ex- 
aggerate the difference between deductive and inductive 
methods of inquiry. In the practical work of getting 
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knowledge, we pass from a generalization to the facts 
and from the facts back to new generalizations in a way 
that blends deduction and induction. We begin, let us 
say, with a hypothesis — a tentative generalization. 
We then look into the facts, knowing that if the hy- 
pothesis is sound the facts we find within a certain range 
will not be inconsistent with it, and we determine our 
field of inquiry accordingly. This much is deduction. 
If the facts prove to be consistent with the hypothesis, 
our tentative deduction is transformed into an induc- 
tion (or, as we say when we are testing some existing 
theorem, into a “‘verification’’). If the facts are incon- 
sistent with the hypothesis we cast about for a new 
hypothesis, for a generalization that brings the facts 
into some sort of orderly relation. In any really creative 
research, however modest in scale, there is this process 
of continuous give and take between the search for gen- 
eral relations and the scrutiny of particular details, be- 
tween thinking and concrete observation. 

But the process is generally not nearly so orderly and 
schematic as I have made it appear. Whatever the de- 
gree of perfection to which we have brought our methods 
of investigation, however conscientiously we try to con- 
duct our inquiries so that our findings shall be impartial 
and objective, we have to proceed in the directions in 
which our interests and our questioning minds lead us, 
and we have to rely upon the subtle and obscure proc- 
esses by which new hypotheses, new perceptions of 
possible relations among things, build themselves upon 
our minds as we bring new materials under survey. 

Moreover, the materials which we consciously scru- 
tinize, and which lie, perhaps, on the table before us, are 
only a part of the materials on which we levy. We work, 
as I have said, in a context of experience. Some of it 
may be formulated in general principles or in a con- 
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sistent system of theory, some of it be organized in the 
form of orderly views of historical sequences. But a 
considerable part of it must be made up of that unsyste- 
matized knowledge of the relations of things which we 
get out of the immediate experience of life, as well as 
out of what we hear and what we read. The new knowl- 
edge which our researches yield has to be fitted into, not 
merely added onto, a comprehensive view of economic 
life, into which all our knowledge enters. This remains 
true regardless of whether, as in what we call deduction, 
we scrutinize such experience as is already at hand, and 
try to discern more clearly the systematic relations 
which run through it, or whether, as in what we call in- 
duction, we reach out for new experience and use it in 
testing and extending our knowledge. 
ad In any case, the prerequisites to really successful re- 
search are significant questions and fruitful hypotheses. 
Successful research, of course, calls for industry and a 
command of the appropriate technical methods. But if 
it is to be anything more than mere fact-finding, it calls 
also for imagination, for the ability to see a problem and 
to devise hypotheses that are worth testing. Industry 
fortunately is not an uncommon virtue. Technique may 
be acquired. But imagination, and especially the kind 
of imagination that keeps its moorings, is rare. That is 
one reason why we ought to put our emphasis upon the 
individual investigator rather than upon a fixed pro- 
gram of research; why we should try to make it possible 
for the man with ideas to do the particular things he 
wants to do rather than the things we want to see done. 
On the other hand, because men with really fruitful 
ideas are rare, and because there are a few men who 
combine a clear vision of some of the major economic 
problems with the ability to direct research effectively, 
it may sometimes be wise economy to make it possible 
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for these exceptional men to control and direct the work 
of other investigators. In this way apprentice investi- 
gators may learn their trade while devoting themselves 
to more important tasks than they might have hit upon 
if left to find their problems for themselves. There are 
wastes in such arrangements, however. The energies 
which men of first-rate capacity give to directing the 
work of others might sometimes be employed more 
profitably in their own work. The largest contributions 
to economics have been, and, as I believe, always will 
be products of individual scholarship and research. 
There is no substitute for first-hand and intimate knowl- 
edge of one’s own materials. Everyone who has under- 
taken a piece of original research knows how, even in 
the course of the routine handling of materials, the 
active mind notes at one point an apparent discrepancy, 
which calls for some recasting of hypotheses, while at 
another point it finds a suggestion of some hitherto un- 
suspected relation. The technical processes of research 
play a réle auxiliary to that of the constructive and co- 
ordinating powers of the mind. Withdraw the investi- 
gator from immediate personal touch with his materials 
and, while you may increase his output, you are sure to 
impair the quality of his work. 

In what I have just said I have had statistical re- 
search particularly in mind. In historical studies the 
case for individual research is, of course, even stronger. 
Constructive imagination counts for more, for the rea- 
son that in historical research it has a freer range. How- 
ever objectively the investigator controls his findings 
by his materials, the task of appraising their signifi- 
cance, of relating them, and of fitting them together so 
that the finished product shall be history and not merely 
an enumeration of events, calls in a peculiar way for 
insight, imagination, and judgment. History is true in 
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the way in which a picture is true; not in the way in 
which a physical law is true. 


It will be apparent now, I trust, just why I hesitate 
to point to certain particular economic problems and 
say that those are the problems to which investigators 
could best devote their energies. The man who has hit 
upon a significant problem and who sees its significance 
has already taken a long step forward in research. Now 
there are of course a number of research problems in 
which I have an especial interest and which seem to me 
important. But I could not make their importance, as 
I see it, clear to anybody else, without a long prelimi- 
nary account of the general setting of each problem and 
particularly of its relation to the other problems and 
the tentative hypotheses which are in my mind. I pre- 
fer, therefore, not to attempt to suggest specific prob- 
lems, but to speak instead of certain inviting general 
types or fields of research. 

I shall put my emphasis on what might be called 
neglected types of research, for there is no danger that 
the fields which just now are being more actively culti- 
vated will escape anyone’s attention. At any one time 
economists as a group have certain central interests in 
common. These central interests change as economic 
science advances, as the passing years bring new eco- 
nomic problems into the foreground, or when brilliant 
and challenging work by one economist attracts the 
attention of others. The war and the problems it be- 
queathed to the world have done more than anything 
else to determine the present central interests of econo- 
mists. Problems in the fields of money and banking, of 
public finance, and of international trade have come 
into fresh prominence, as has commonly happened after 
long wars. Our war-time experience with government 
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control of production and trade has helped to turn the 
attention of economists toward such questions as the 
future adequacy of the world’s food supply, the distri- 
bution and control of supplies of raw materials, and the 
possibility of reducing wastes by introducing a larger ele- 
ment of conscious planning into the economic life of or- 
ganized society. There is a new interest, also, in the na- 
ture of the national economic rivalries that make for war, 
and in ways of getting rid of them or controlling them. 

Even before the war an increasing amount of atten- 
tion was being given to the nature of the commoner 
types of industrial fluctuations, and, as everyone knows, 
a large number of investigators are now at work upon 
problems in that field. It is a field that lends itself par- 
ticularly well to exploration with the aid of statistical 
methods. New materials are being put under survey, 
statistical technique is being perfected, and some of the 
intricate relations between the fluctuations of different 
series of economic phenomena are beginning to be per- 
ceived more clearly. This new interest in establishing 
empirical correlations between different economic vari- 
ables with some approach to quantitative precision has 
been carried over into other fields. A promising begin- 
ning has been made, for example, in extracting from 
statistics a more precise knowledge of the relations be- 
tween supply and demand and price. In general, there 
has been a notable growth of interest in determining 
empirical uniformities of relation that are sufficiently 
stable to afford some basis for prediction. We can 
safely count upon a steady increase of research activ- 
ities in such fields. For this reason I shall say nothing 
about the alluring possibilities in these fields, or the un- 
solved problems with which they teem. 

The neglected fields to which I want to call attention 
lie close about us on every hand. One only has to look 
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to see great stores of unexplored materials, rich with 
the crude ore of knowledge, awaiting only patient delv- 
ing and artful refining. More than once a promising 
young economist has complained to me that, where he 
lived and taught, the materials for research were inade- 
quate. To one such I said recently that a set of census 
reports contained enough material to occupy his ener- 
gies for the rest of his life. In our preoccupation with 
time series and correlation coefficients we are forgetting 
other aspects of what Sir Robert Giffen called ‘‘the 
utility of common statistics.’”” A glance at the appor- 
tioning of space in some of the recent textbooks on sta- 
tistics will suggest that we are unduly narrowing our 
notions of the field of profitable statistical inquiry. 
The reports of our federal Census constitute, as a 
whole, the best general record that any country has of 
its economic life. Few economists use them, however, 
for other than reference purposes. I cannot think of 
any other research task that would promise surer or 
more valuable results than a systematic use of census 
materials in an inquiry into any one of an indefinitely 
large number of problems. Some years ago the Ad- 
visory Committee of the Bureau of the Census (a com- 
mittee made up of representatives of the American 
Economic Association and the American Statistical 
Association) recommended that the Bureau undertake 
to publish a series of monographs, each to be the work 
of a competent scholar, in which census figures were to 
be analyzed and interpreted. The Bureau has now pub- 
lished seven of these monographs, and a few more are to 
follow. Anyone who looks through them will appreciate 
their importance and value. There is room for almost 
any number of studies of this kind, for the materials are 
well-nigh inexhaustible, and endowments for economic 
research would be wisely used in promoting them. 
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With the recent general growth of interest in popula- 
tion problems it is to be hoped that a larger number of 
investigators will occupy themselves with problems in 
the general field of demography — a field which Ameri- 
can scholars, with a few conspicuous exceptions, have 
unaccountably neglected. It is to be hoped also that 
inquirers endowed with patience and insight and ade- 
quately trained in economic theory will make a first 
attempt to get from our successive censuses of manu- 
facturers and agriculture a new comprehension of some 
of the forces that have been transforming the economic 
life of the United States. And there are large economic 
and social questions upon which careful studies of the 
changing importance of different ways of earning a liv- 
ing, as reported in the Census, would be certain to throw 
light. I shall not particularize further, but I think that 
it would be fairly easy to name as many as a hundred 
different important studies for which the reports of the 
federal Census would supply the more important part 
of the materials. 

Of course there are other accumulating statistical 
records, imperfectly explored as yet by economists, 
which also provide inviting fields for research. I can- 
not dwell upon them or even specify them in detail. 
Many of them are by-products of the administrative 
work of governments. In the aggregate they cover a 
great variety of economic activities, and we should know 
more about a wide range of economic problems if in- 
vestigators who have ideas and whose minds are open 
to new ones would address themselves to the study of 
these easily available materials. 

Outside of the statistical field there is special need 
just now, I think, of careful and scholarly historical 
studies. There is always the temptation to paint on a 
large canvas, although painstaking work in miniature 
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- may have a larger permanent value. The man of genius 
may be able to see new sequences in the old materials 
that have been combed over by others, but the average 
investigator is surer of making his contribution if he 
gets hold of new materials, and uses them with the ut- 
most care. This means, in practice, monographic work 
on a rigidly defined and limited subject. In my refer- 
ence to the ‘‘average investigator” I did not mean to 
imply that the miniature may not be on every account 
as important an achievement as work on a larger scale. 
I think that I have learned more about some important 
aspects of the economic development of the Middle West 
from Professor B. H. Hibbard’s history of agriculture in 
a single Wisconsin county than from any of the larger 
and more ambitious accounts. I do not see why the 
economic history of some American town or village 
should not be written in a way that would make it a 
contribution of the first importance to our understand- 
ing of the development of the economic life of the 
United States. 

Many of our monographs on economic history have 
dealt with states. This is inevitable, of course, when the 
inquiry is concerned with the legislative or administra- 
tive aspects of some matter within the control of the 
state, such as taxation or banking or poor relief. Fur- 
thermore, some of the materials that are most easily 
available for the investigator are records of the law- 
making and administrative activities of states. But a 
state, after all, is an economic unit only in respect of 
matters of public economy. There is need for a series 
of concrete studies of various aspects of the economic 
development of carefully defined homogeneous regions 
and communities. There is also need for careful his- 
torical studies, not only of industries, but of individual 
business undertakings, of the careers of successful cap- 
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tains of industry and finance, of particular products or 
commodities, and of changing modes of consumption 
as well as of changing forms of production. 

Perhaps I can make clear what is in my mind by say- 
ing that we need to supplement our statistical inquiries, 
which have to do with aggregate and averages, by his- 
torical studies in which the individual and concrete 
aspects of economic activities shall be emphasized. Or 
if I have not yet made my meaning clear, look again 
into the Wealth of Nations, and ask yourself how much 
of the power of that book comes from Adam Smith’s 
ability to take a broad and general view, how much of 
it comes from the rich concreteness of his interests and 
his knowledge, and how far it is born of his rare ca- 
pacity to see things in both their general and abstract 
and their immediate and concrete relations. 

It may be objected that to discover and bring to 
light new knowledge by means of these researches, so 
that the past shall not only “live again” but shall dis- 
close new aspects of itself, requires not only the methodi- 
cal study of sources but a degree of creative genius. 
Now I have to grant, of course, that most historical 
writing is imitative, just as most literature is imitative, 
for the power to see things at once truly and as no one 
has seen them before is given to few men. But in his- 
torical research, as I have already suggested, the in- 
vestigator of average ability has it in his power to make 
substantive contributions. It is necessary only that he 
should be insistent in his search for new and fresh ma- 
terials, and that he should weigh and ponder those 
materials until they fall into place in some consistent 
account of the particular episode or series of episodes 
with which he is concerned. 

In the history of banking, for example, it is not so 
important to us as economists that we should know 
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more about banking laws or about the administrative 
control of banking by public authorities, as it is that we 
should know more about the actual operations of banks 
and the actual uses of credit in representative commu- 
nities in different parts of the country. The careful study 
of the records of some particular bank — and it need not 
be a large bank — over a period of years would estab- 
lish a basis for an important and useful contribution to 
economics. There is opportunity for research of this 
kind, involving the gathering and careful scrutiny of 
new materials, in a large number of other fields. 

I put special stress upon the requirement that some, 
at least, of the materials used shall be new. I mean that 
they should be not merely first-hand materials, “original 
sources,” but new kinds of materials. If an investigator 
uses only materials of a kind that have often been ex- 
ploited, he is likely to write, let us say, just another 
history of banking, of a familiar standardized sort, add- 
ing little or nothing to our understanding of the compli- 
cated structure of the economic world in which we live. 
Best of all, of course, is the capacity to ask really new 
and significant questions, and to attack one’s materials 
with new and pregnant hypotheses in one’s mind. But 
that capacity is rare, and any conscientious and thought- 
ful investigator is sure to find that new materials have 
a way of asking their own questions and of falling into 
new sets of relations. The goal of such research, of 
course, is not the mere accumulation of records, such as 
might delight the heart of the antiquarian, or even the 
disclosing of the ‘‘lessons of history,”’ but rather a new 
and fresh perception of some of the different factors 
that have entered into the total economic situation and 
have helped to make that situation what it is. 

I shall not attempt to particularize further, for I do 
not want to try to list a series of specific problems. 
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The difficulty, as I have said, is not that problems are 
scarce, but that they press in upon us in such abundance 
and variety that selection is difficult. If I were to point 
to some of them and say that in my judgment those 
particular problems are the ones to which investigators 
could most profitably devote their energies, I might be 
diverting attention from other problems which equally 
deserve investigation. The important things are that 
the investigator concern himself with a real problem; 
that some goal be seen, however dimly, towards which 
his inquiries should converge; that he be openminded 
enough to permit new evidence to lead him in a new 
direction; that he remember that successful economic re- 
search calls for thinking as well as for routine processes. 


In an economist’s opinion there could be, of course, 
few wiser uses of money than in endowing economic 
research. Yet we must remember that our first and 
most difficult task is that of developing trained econo- 
mists, so that the interests and energies of an increasing 
number of really competent investigators may be turned 
towards the study of economic problems. And it is not 
sufficient that the investigator be a “‘trained’’ econo- 
mist, for he must have, of course, a native endowment 
of judgment and insight. In fact, as I look back over 
what I have written up to this point, I find that much 
of what I have been trying to say has probably been 
prompted by my fear that we are in danger of expecting 
from systematic research more than systematic re- 
search can possibly give us. There appear to be some 
who think that through research, and research alone, 
the social sciences might be as completely revolution- 
ized in the course of the twentieth century as the physi- 
cal ‘sciences were during the nineteenth. As a result, 
we are asked to believe, society would be in command of 
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its own destinies, in the same way that, in a sense, man 
is getting a better command of the forces of physical 
nature. Now all this seems to rest upon a failure to see 
certain fundamental differences between the physical 
and social sciences, and especially upon a misappre- 
hending of what we really mean when we speak of 
“‘controlling” the processes of nature. But I shall not 
enlarge upon that topic here. My concern is merely 
with the réle allotted to research. 

Now research of itself — as a mere formal process, I 
mean — never accomplished anything. Routine re- 
search will give a routine product. The only kind of re- 
search that really advances our working knowledge of 
the economic mechanism or that really adds to our 
understanding of the complex structure of our economic 
society, is research that serves as the tool of the active, 
questioning, and relating mind of the investigator. Let 
the individual investigator, therefore, if he has passed 
his apprenticeship and proved his quality, have all the 
encouragement, all the freedom, and all the assistance 
we can give. In short, in the actual administration of 
funds for economic research, let us put our emphasis 
upon the quality and promise of the investigator, and 
let us be careful not to hamper him by prescribing too 
narrowly just what he shall do and how he shall do it. 

I recognize, of course, that the young investigator’s 
interests are likely to be narrow, and that if he is put to 
work upon new problems, he will acquire new interests. 
For this and other reasons it appears to be desirable 
that a group of research workers should try to agree 
upon the general range of problems to which they are to 
devote their effort. As their studies proceed, a common 
field of interests will be created; new methods and new 
ideas will become common property; one good piece of 
work will set a standard for others. As a result of build- 
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ing up a group interest in a common range of problems 
in this natural way, the work of the group will have a 
natural unity, and will itself grow in a natural way. I 
should expect that the results would be better than if a 
fixed and detailed program of research were drawn up 
at the beginning, into which the work of each individual 
investigator would have to be fitted. 

Some eighteenth-century philosophers professed to 
believe that all the imperfections of human society might 
be got rid of, if only men would put their trust in reason. 
The same faith is held today, but the word “‘reason”’ 
has been replaced by the word “‘research.’”’ One does 
not have to subscribe to this creed — and I cannot sub- 
scribe to it — in order to believe that the increase in the 
number of able men who are bringing the spirit of sci- 
entific inquiry into the study of economic problems 
gives us ground for hoping that we shall learn how to 
deal with those problems more effectively and more 
wisely. I say “‘more wisely”’ as well as more effectively, 
because I believe that social wisdom as well as a better 
knowledge of ways and means ought to be one of the 
goals of research in the social sciences. 


Attyn A. Youna. 
Harvarp UNIVERSITY. 











THE MONETARY SITUATION IN THE 
UNITED STATES, AS VIEWED FROM 
WITHOUT* 


SUMMARY 


Amount of bank deposit currency liable to disturbance from savings 
deposits, 26.— Initiative in expansion from saving and borrowing 
respectively, 28. — The features of a monetary expansion, 29. — Circu- 
lating and fixed capital as basis for money, 31.— The dispersion of 
prices, 32,— The appropriate price index, 33.— The facts of recent 
history, 35. — Prospects, 37. 


THE monetary situation in America is interesting 
not only on account of the important place that Amer- 
ican business now occupies in the world, but because 
monetary practice is changing and America is in the 
front of the movement, so that it behooves the theorist 
to study the new tendencies observed there, and revise 
the application of established principles. In particular 
it is of interest to obtain any light that bears on the 
consequences of the excessive gold imports into the 
States, and the inflation which was expected to follow. 

Money, nowadays, in an advanced community, 
means bank deposits. Metallic and paper money play 
a minor and diminishing réle. Now deposit money dif- 
fers in several features from the earlier types. One of 
these features is its relation to saving. It is well known 
that in a primitive community, where gold or silver is 
used as currency, and is also used as a convenient store 
of value, the operations of the monetary authorities are 
rendered difficult by the risk that stores of precious 
metal may, at any time, be thrown into circulation. 
(See, for example, Commission on Indian Currency and 
Finance, 1926 Report, p. 25.) 


* It is with profound regret that we record the death of Professor 
Lehfeldt, which occurred on September 12, before he had an oppor- 
tunity to correct this his last contribution to economic science. 
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At the level of monetary evolution existing in West- 
ern Europe when the classical economists wrote on 
money, this danger was not important. The public 
had learned not to hoard, but the monetary system 
did not offer much opportunity for keeping reserves 
available and profitable at the same time. Now it is 
different. Facilities for savings deposits abound: 
good interest can be obtained both on small-scale 
savings, and on big cash reserves of corporations. 
Hence the principal medium of exchange in modern 
commerce serves also as a store of value on a very 
large scale. The distinction between the two is vague 
and fluctuating, and there is always the possibility 
of stored money being converted into current money 
and vice versa. In the United States the proportion 
of time and savings deposits has been increasing of 
late. The figures are: — 


Deposits 
Total deposits Subject to check Per cent 
June 30 (Millions of dollars) (As given by the Subject to check 
Controller of Currency) 





1912 17,476 8,241 47.2 
1921 34,845 16,074 46.1 
1922 37,194 14,334 38.5 
1923 40,034 14,248 35.6 
1924 42,954 15,062 35.1 
1925 46,766 16,563 35.4 


The great prosperity of the country has led to 
wealth coming into the possession of new classes, who 
have not much experience of investment. Altho they 
have done a large amount of investment themselves, 
they have also left very large sums in the hands of 
banks of all kinds, at a low rate of interest, throwing 
on the banks the responsibility for investing. But 
holders of saving deposits may at any time claim 
them and add them to current account. This possible 
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increase in money — in property which may be claimed 
in dollars — is a source of possible difficulty that does 
not exist when individuals do their own investing. 
Time and savings deposits have, in fact, grown so 
much as to approach ten per cent of the whole capital 
wealth of the country, whereas money, that is, that 
portion of wealth set aside in an immediately available 
form for the convenience of being used as a means of ex- 
change, does not, according to the experience of several 
nations, normally exceed about five per cent. 


The next point to consider, is on whose initiative 
changes in the amount of money are made. In a 
régime of paper money, issues are effectively under 
the control of the issuing authority, tho the attitude 
of the public is, of course, not to be ignored. With 
bank deposit money, especially in a country where 
there are numerous competing banks, the issue is 
much less under control. 

The impulse may come from either side. It may 
be that producers are keen to borrow and get more 
money for expansion of business, or it may be that 
the public at large is saving so much that the banks 
are compelled to accept an increase in deposits, in 
which case they have to search for investments. It 
is true that, except so far as gold is imported, deposits 
can increase only in consequence of banks’ increased 
lending: but in practice no banking system whose 
customers are adding to their credit balances would 
try to choke off the movement by refusing to make 
more loans. Every banker is delighted to get more 
deposits. 

In the United States, in the last few years, it is the 
pressure of saving which has caused deposits to grow. 
The only check to this would be in the necessity for 
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providing reserves, and that is inoperative, as there 
is a large surplus of gold above what is needed for 
the lawful reserves. 

There has to be a certain rough balance between 
a bank’s loans to its borrowing customers and the 
deposits of those who keep credit balances: but it 
would be a very false view of banking to suppose that 
the bank merely hands on to borrowers the money 
entrusted to it by other depositors. The banking system 
possesses a large elasticity which makes an exact 
balance at any moment unnecessary and which at the 
same time makes the art of controlling banks far more 
difficult and important. 

In the trade cycle it is the phase of depression, and 
the beginning of the phase of recovery, which are 
characterised by savings being larger than investment. 
As regards the abundance of savings, the last five years 
have shown features of these phases; but it would be 
very misleading to use the word depression to describe 
the situation. Not only have the working classes 
provided a large amount of new capital, but business 
has become more independent of the banks. It is 
clear that the practice of setting aside profits to form 
reserves of working capital has spread greatly in the 
last few years. 


Bank deposit money possesses an individuality that 
is absent from coin and notes. Hence it is pertinent to 
enquire (a) what are the classes whose borrowing occa- 
sions an increase in the total of money; (6) what kinds 
of security they pledge; (c) in what business the in- 
creased circulation is absorbed? 

The answers to these questions, when applied to 
the ‘customary trade expansions of the past, would 
be: (a) merchants and manufacturers, (b) stocks of 
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goods in their hands, (c) the production and sale of 
the enlarged output, chiefly of consumers’ goods. 
But these answers would not be correct if applied to 
the United States of late years. 

The demand for new money on the part of merchants 
and manufacturers has been surprisingly small. This 
point is discussed by Dr. B. M. Anderson,'! who con- 
cludes that the amount of commercial credits proper 
has been almost stationary. This is presumably due 
to merchants and manufacturers acquiring more 
circulating capital of their own. 

The demand has come from other quarters. There 
has been a great increase in stock exchange dealings 
requiring the support of bank credit, in the purchase 
of land and buildings on credit, and in foreign invest- 
ment. It is in these directions that banks have had 
to look, to utilize the new resources put at their dis- 
posal by customers who save; and this constitutes 
the answer to (a). 

As regards (b), stocks and bonds play the chief 
part, tho a considerable amount of credit is based on 
real estate mortgages. Loans on stocks of goods, 
whether in the form of bills of exchange or not, have 
probably not increased nearly as fast as the total 
of deposits. 

The increased stock of money has, of course, been 
used to carry on the general trade of the country, 
which has grown rapidly, but the point to note is that 
dealings in capital goods have grown disproportionately. 
As an indication of this we may quote Mr. Snyder’s 
observation,” that the number of transfers of real estate 
has increased at twice the rate of increase in wealth 
generally. The activity of the share market is well 


1. Chase Bulletin, vol. vi, no. 2. 
2. American Stat. Journal, 1925, p. 400. 
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known. There is probably a permanent increase in 
dealings owing to improved facilities for transfer of 
capital, and on top of this there has been a wave of 
speculation in shares and in urban properties. 

In Professor Irving Fisher’s estimates, made a couple 
of decades ago, capital transactions account for only 
an insignificant part of the employment of money; 
the only direct allowance made for them in the estimate 
of total trade (T) was the item ‘‘sales of stocks and 
shares,” and the weight attributed to this was 1 in 36. 
This may quite possibly have been an underestimate 
at the time, but there can be no doubt that the relative 
importance of sales of capital has increased since. 
It may be considered an established feature of the 
modern economic organization that capital transfers 
have become frequent enough to require explicit con- 
sideration in respect of their effects on the use of money 
and on the level of prices. 


A further point of importance arises out of the 
character of the security offered as a basis for the new 
bank credit created. Commercial loans of the well- 
known traditional type are based on stocks of goods 
in course of manufacture or in merchants’ warehouses, 
that is, on ‘‘circulating capital.’”’ In normal banking, 
money is created principally out of this; even taking 
all the banks in the United States, that was probably 
true some years ago. Reporting Member Banks in 
January, 1921, had nine out of sixteen billion dollars 
of resources in ‘‘other loans and discounts’”’ which are 
chiefly commercial, and in England a still larger part 
would be based on circulating capital. : 

The noteworthy feature of the recent period in the 
States is that the new creation of money has been based 
on fixed capital. Whether this is sound as a permanent 
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feature of banking is uncertain. It is true that of late 
years stock exchange loans have proved as liquid as 
could be desired; but there has been an extraordinary 
rise in share values, almost continuously for several 
years past. Whether lending so much on stock exchange 
securities would be good business for banks at other 
times is as yet unproved; older experience of banking 
should not be lightly thrown aside. 


The increase in industrial efficiency and the conse- 
quent rise in urban wages, which have been going on 
for many years, have been specially marked since the 
outbreak of the war. During the recent period, which 
may be dated from the recovery after the depression 
of 1921, profits have been good too; the circumstances 
may have thrown a somewhat larger percentage of the 
product into the hands of the work-people, but the 
chief reason for high wages is increase in the product 
to be divided. 

Agriculture has been an exception, because technical 
progress in it does not occur so rapidly as in mining 
and manufacturing — especially the latter. Also, I 
think, it is not sufficiently realized to what degree 
agriculture is exposed to the competition of the hard- 
living peasantry of the whole world. For a long time 
yet, world prices of farm products will probably remain, 
on the whole, low. If, then, farming cannot afford as 
good a living as other occupations, either people will 
have to abandon it, or it must be supported by bounties 
and tariffs. 

What will happen to farming in America is largely 
a political question and will have to be settled by the 
deliberate action of the American people. In the 
absence of any deliberate support for farming the 
situation in America will clearly tend toward that 
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already established in England, where the bulk of the 
population have found better-paid occupations, and 
therefore prefer to pay other nations to supply them 
with food. The severe drop in farm prices that has 
been going on since the middle of 1925 may, of course, 
be a temporary accident; but the relative depression 
of farming and the exodus from farms must be regarded 
as more lasting features of the economic situation. 
Wages are estimated to have risen 120 per cent as 
compared with the pre-war level, while farm and 
mineral prices are only about 25 per cent above the 
same level. Manufactured goods, retail food, and so 
on, into which a larger amount of labor enters than 
is the case with raw materials, show an intermediate 
rise in price. This dispersion of prices is not a passing 
incident; it is the necessary consequence of growing 
efficiency; it has merely been given an accidental im- 
petus by the war-time happenings. In view of this, 
what standard of price level ought we to adopt? 


As is usually the case when there appears to be 
ambiguity in definition, resolution is to be looked for 
by considering what practical purpose the definition 
is intended to serve. The commodity standard of 
prices, defined by an average of the prices of all goods 
and services, is relevant to questions as to the economic 
welfare represented by a money income. In this case 
the weighting of the prices should be according to the 
total consumption of commodities by the social group 
dealt with. The most important such group is the 
population residing in an area characterized by a single 
monetary system: subordinate indices may be prepared 
for the cost of living of a special class within that 
area by altering the weights to accord with the con- 
sumption of that class. In any case rates of wages 
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should not be used in preparing the index; to do so 
involves a confusion between the commodity standard, 
and the labor standard. The latter is a measure of the 
price of a given amount of productive effort, so far 
as this is definable. As the labor standard, suggested 
by Adam Smith and Malthus, has not been elaborated 
in accordance with modern conditions, or evaluated 
numerically, it will not be considered further, being 
mentioned only for the purpose of focusing attention 
on the problem in hand. 

The usual contrast is between. the commodity 
standard proper and the approximation to that stand- 
ard based on the wholesale prices of raw materials and 
food-stuffs. Such indices as those of Sauerbeck, and 
of the U. S. Bureau of Labor, were chosen in the first 
place because they were regarded as typical of all 
commodity prices. In this respect they are not satis- 
factory because they make no allowance for the chan- 
ging relation between commodities that involve much 
labor or little, but they do serve correctly another 
purpose. They represent with fair accuracy the trans- 
actions of wholesale trade, including international 
trade. Rates of exchange between different currencies 
which are not based on the same metallic standard 
follow the principle of purchasing power parity approxi- 
mately as measured by wholesale indexes; and where 
a common gold standard holds, comparison of such 
indexes will show what secondary, modifying influences 
are at work. Accordingly we have available a general 
commodity index, which is localized in a particular 
country, and a trade index, which is international. 
The latter is the more important in discussing changes 
in the value of gold, and consequently of money, in 
gold standard countries. A comparison between the 
two indices shows how far the proportion between 














MONETARY SITUATION IN THE UNITED STATES 35 


the price of local commodities and that of foreign 
trade goods is varying. 

Mr. Snyder’s index of general price level may be 
taken as an attempt at the commodity index, except 
that it includes wages. Excluding wages, we should 
probably find it to show for the beginning of 1927, 
instead of the Bureau of Labor index of 147, a figure 
about 10 per cent higher. 

International movements of goods and of credit, 
such as were anticipated as a consequence of the exces- 
sive gold reserves in the United States, are dependent 
on the prices of foreign trade goods; while a discussion 
of the monetary changes in the United States must 
take account rather of the general commodity index. 
This is, at least in part, the explanation of the paradox 
that the vast influx of gold has not caused the inter- 
national consequences of inflation. Even allowing for 
this, however, the rise in prices has been unexpectedly 
small, and it is difficult to attribute this moderation 
to any cause except general caution inspired by remem- 
brance of the inflationary evils of the pre-war period. 

Without attempting anything like the statistical 
study required for a full account, we may note in 
broad outline the course of recent history. As a measure 
of production we may take, first, the Federal Reserve 
Board’s new index of manufacturing and mineral 
output. A graph of this, extending from 1919 to 1926 
inclusive,’ shows a trend of about 3.6 per cent per 
annum increase. Production in agriculture is certainly 
growing less rapidly, but allowing for the increase in 
personal services (in directions such as amusements and 
catering), and for the fact, noted above, that capital 
transfers are growing more rapidly than output of goods, 
it seems probable that the demand for money created 


3. F. R. Bulletin, 1927, p. 100. 
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by the volume of transactions is growing at a rate 
slightly exceeding that of the F. R. B. index. 

The supply of money, estimated by adding together 
currency in circulation outside banks, and deposits 
on current account, has been increasing at about 4.4 
per cent per annum, during the last few years. The 
comparison between this fact and the corresponding 
increase in production, is concordant with the course 
of prices, that is, the absence of a definite trend in the 
wholesale index, but a moderate rise in the general 
commodity index. 

Next, as to the relation between the supply of money 
and the stock of gold, the statistics show that a fairly 
close proportion has been maintained. The large 
imports of 1923-24 did not produce an immediate 
effect, but after a year or two the ratio was restored, 
being close to 5 in 1922 and again in 1926. While the 
supply of money has thus, on the whole, grown in 
proportion to the supply of gold, it has not, of course, 
grown to anything like the extent that the gold stock 
would justify on the basis of legal reserve requirements. 
The stock of gold is as largely redundant as it was at 
the close of the war. 

Further, as was noted above, time — and savings- 
deposits — have grown more rapidly than money. Ac- 
cording to the table printed above they increased from 
19 to 30 billions in four years. 

The picture of the situation that arises, is, then, 
something like this: general prosperity has resulted in 
a large amount of saving, while producers, finding an 
increase in output at about 4 per cent per annum 
demanded, have been content with that, and with the 
memory of 1919-1921 still fresh in their minds, have 
not attempted a more rapid increase. There was a 
slight boom in 1923, but it was soon checked. Demand 
has expressed itself rather in the form of higher prices 
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for shares and for urban land, in increased building, 
and in foreign investment. Cheap money has been 
available in these directions, and ordinary commerce 
has not felt the impulse to bid against such enterprises. 
It is now a well known point of theory that accelerated 
saving lowers the price of consumption goods.‘ But 
while the price of materials and food stuffs at wholesale 
has been kept from rising, there has been a marked dis- 
persion of prices, due to the rise in wages. The period 
has been one of combined prosperity and caution. 


There are some features of the situation that are 
likely to be permanent. These are the increased ten- 
dency to save on the part of the public, and the move- 
ment by manufacturers and merchants to provide them- 
selves with working capital independently of the banks. 
On the other hand, the rise in share values can hardly 
go on indefinitely, and seems already to be overdone. 
Whether the basing of monetary expansion on fixed 
capital is sound, and whether it will be a permanent 
feature, is uncertain. 

If then the pressure of saving continues, but industrial 
shares and urban estate come to seem less attractive 
securities for bankers, there will be a stronger tendency 
than before to finance new industrial enterprise. Banks 
cannot make people borrow if they do not want to. 
In the depression phase of the ordinary trade cycle, 
however low the rate of interest, the demand for loans 
remains low. But it may be that long-continued cheap 
money, and gradual fading of recollection of the bad 
effects of inflation, will again tempt the commercial 
world to a speculative outburst. 

Now the quantity of money in use (coin, notes, 
and: demand deposits) has already grown at a rate 
which is probably excessive. The rate of 3.6 per cent 

4, Bickerdike, Econ. Journal, vol. xxxv, p. 372. 
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quoted in the foregoing section, as it does not include 
agriculture, is higher than that shown by the income 
of the country as a whole, and capital value has pro- 
bably been increasing less fast than incomes. Estimates 
carried over the last quarter of a century show a declin- 
ing rate of increase, which is to be expected, if only 
on the ground that population is not increasing so 
fast as it did. Great as the prosperity of the States 
has been in the last few years, it is hardly possible that 
wealth has increased as rapidly as money. Hence, 
as prices have not risen since 1921, this means that the 
money in use has become a larger fraction of the 
country’s wealth than previously. This in itself is an 
abnormal state of affairs, but the disproportionate 
increase in time and savings deposits accentuates it; 
for if ever there is a wave of excitement leading people 
to use their reserve funds for speculation, the total of 
money might suddenly become so great that rise in 
prices could not be prevented. This matter is not 
within the control of the Federal Reserve authorities, 
for such measures as they can take — limited in prac- 
tice to selling two or three hundred millions of securities, 
and a moderate rise in discount rates — would have 
no effect on the small investor. 

Hitherto there has been a certain rough balance 
between the effects of commercial expansion in creating 
a demand for more money and in supplying the basis for 
it. Monetary theorists have, without much attention, 
assumed this balance to hold: but if it no longer holds 
under all conditions, theory will have to recognize 
explicitly its presence or absence, and monetary policy 
may have to be revised. 


R. A. LEHFELDT. 


UNIVERSITY OF THE WITWATERSRAND 
JOHANNESBURG, So. AFRICA 














JOHN BATES CLARK: EARLIER AND LATER 
PHASES OF HIS WORK 


Proressor JOHN Bates CuiaRK is perhaps the most 
distinguished of the American economists who may be 
regarded as the legitimate offspring of the classical 
line. He is certainly the American theorist who during 
the past generation has made the most original and 
impressive contribution to abstract economic theory. 
Of international reputation, he has been classed by 
the late Professor Alfred Marshall as among the three 
or four great theoretical writers of the past generation. 
And many economists have concurred in Professor 
E. R. A. Seligman’s judgment, that his writings have 
“earned for him the reputation of being one of the 
five or six great Anglo-Saxon theorists of the nineteenth 
century, putting him on a level with Ricardo, Senior, 
John Stuart Mill, Jevons, and Marshall.’’! 

There are but few who have undergone their appren- 
ticeship in economic studies who are not aware, at 
least in a general way, of the nature of the systematic 
doctrinal scheme of thought which Clark perfected. 
And the merest sophomore engaged in discovering the 
meaning of economics will be found bandying terms 
and ideas of Clark’s, all unaware of their source. So 
deeply has much of his thought become imbedded in 
the current presentation of economic principles. The 
more distantly the date of his writing recedes into the 
past, however, the less sharply do the outlines of his 
thought stand out in men’s minds. Thus, items of his 
closely woven doctrinal scheme, perpetuated through 
frequent repetition and much controversy, are by way 


1. Essays in Economics, p. 151. 
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of being separated from that enveloping social philo- 
sophy within which they found their being and apart 
from which they lose much of their force and relevancy. 
Moreover, the most interesting phase of Clark’s thought 
—the process of intellectual development leading by 
easy, almost imperceptible, stages from a certain early 
position to a quite different set of mature conclusions — 
is almost a closed book to the present generation of 
economists. It may not, therefore, prove uninteresting 
to reéxamine his social philosophy, contrast his earlier 
with his later thought, and consider the present im- 
portance of his theoretical structure. 

Clark is, of course, best known today for his con- 
nection with the marginal, or more properly the specific, 
productivity theory of wages. He was, however, the 
first and most brilliant American advocate of marginal 
utility analysis in value theory; the first after Walker’s 
tentative attempt to undertake a _ thoroughgoing 
revision of the classical theory of distribution; the 
first to work in the light of an organismic theory of 
society; the first to delimit clearly the fields of static 
and dynamic analysis; and the most ardent champion 
of the idea that social harmony will be the outcome of a 
highly competitive organization of economic activity. 
The fertility of his mind has provided for the past 
generation the groundwork for most of its theoretical 
finesse, and the controversial targets for those dissident 
approaches which have thrown the field of contem- 
porary economic theory into such marked disorder. 
His mature body of thought emerged, however, by a 
slow and laborious accretion of ideas; and attention 
may therefore be directed to his own point of departure. 

Clark’s undergraduate days, spent at Brown Uni- 
versity and Amherst College, were twice interrupted, 
and in the periods of his absence he was engaged in 
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selling plows to farmers in the pioneer area of Minne- 
sota. His later college days thus found him a more 
mature and experienced person than the ordinary 
student. His particular intellectual interest at this 
period lay in philosophical studies. He was first 
inducted into economic studies in his senior year under 
the tutelage of President Julius Seelye of Amherst, 
who included a course in political economy in his 
department of mental and moral philosophy. Both 
Amasa Walker’s textbook and President Seelye’s 
instruction left him with a feeling of the incompleteness 
with which the subject was treated. It was, he thought, 
a subject of supreme importance to the welfare of 
mankind, and he turned his mind to filling some of the 
apparent gaps, working out certain ideas later to be 
utilized in his first book, The Philosophy of Wealth. 

Approaching economics through the channel of philo- 
sophy, Clark seems from the first to have been engaged 
in the attempt to relate it to social ethics. He was 
trying to give to the theory of economic life a form 
which would permit it to be dove-tailed with a larger 
theory of the social organization of mankind, placing 
it upon a defensible moral basis. The philosophical 
and ethical approach is displayed in all his subsequent 
writings; and, as has been said of him by an intimate 
associate, one at times thinks of his mind as more like 
that of a Greek of the age of Artistotle than that of a 
modern scientist. 

Encouraged by his professors to think well of his 
ideas and his abilities, upon graduation from Amherst 
in 1872 at the age of twenty-five, he proceeded to 
Germany, where he continued his studies for nearly 
three years at the University of Heidelberg, mainly 
under the direction of Karl Knies. He was thus the 
first of that group of American students who repaired 
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’ to Germany during the eighteen seventies and who 
later lent such distinction to the field of economic 
studies in the United States. It is, perhaps, evidence 
of the peculiar independence of Clark’s mind that this 
period of study under so distinguished a representative 
of the historical school as Knies had a waning effect 
upon his work, and at the last left little characteristic 
stamp upon it. 

During the years after his return to America, where 
he engaged in university instruction, he was caught 
in the current of renewed interest in the more abstract 
aspects of economic speculation, and gradually moved 
into greater prominence. Current economic problems 
did not fail to occupy much of his attention, and the 
trust problem interested him particularly. His best 
thought was, however, reserved for economic theory, 
wherein he obtained a preéminent place in point of 
subtlety, originality, and completeness, and in point 
of influence upon the generally expounded body of 
economic doctrines. 

Clark’s reputation rests chiefly upon the views em- 
bodied in The Distribution of Wealth. One cannot, how- 
ever, secure an adequate view of the man’s mind and 
its development without giving some attention to his 
earlier work. In the fourteen years that elapsed between 
the publication of The Philosophy of Wealth in 1885 
and The Distribution of Wealth in 1899, his manner of 
approach to the problems of economic theory under- 
went at least a marked change of emphasis, if not a 
very radical shifting of fundamental views. It should 
therefore prove illuminating to glance briefly at his 
views as held during his earlier years, that we may 
comprehend the point of departure from which he 
set out, to arrive at last at the rounded and balanced 
system of theory which represents his mature thought. 














JOHN BATES CLARK 43 


The Philosophy of Wealth is in no sense a systematic 
treatise upon economic theory. It consists of a series 
of more or less isolated essays, most of which had been 
published periodically, upon the problems of economic 
theory and of economic organization. A careful exami- 
nation reveals the presence of three main trends of 
thought. In the first place, the premises of economic 
theory are subjected to criticism. In the second place, 
constructive corrections of older theories of value and 
distribution are attempted. And finally, the major 
problems and defects of the existing economic organiza- 
tion are set forth, with suggested lines of improvement, 
in terms both of the immediately practicable and of 
the more remotely and ideally desirable. 

(1) Three major assumptions of classical economics 
Clark finds contrary to truth. The first and most 
misleading of these is that man, in his economic activity, 
is guided only by motives of maierial self-interest. 
It is fundamental, in his view, that economic reasoning 
should start from a correct view of human nature, 
since the voluntary action of men is the basis of econo- 
mic law. But the substitution of a proper psychological 
basis for economic reasoning, in place of that gross 
caricature, the ‘‘economic man,”’ is deemed so difficult 
that ‘‘to trace the elusive laws of human nature will 
afford work enough for one generation.’”? In the 
absence of a scientific body of knowledge upon the 
subject, certain tentative additions to the theory of 
human nature are put forward. In particular, moral 
principles and unselfish motives are advanced as 
important factors in guiding the action of ‘‘the man 
whom God made,” constituting ‘“‘the supreme motive 
in the market-place as elsewhere”’ and ‘‘the centripetal 
force:in economic society.’”’ Another neglected factor 


2. The Philosophy of Wealth, p. 36. 
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in human nature is the universal and insatiable desire 
for personal esteem — a beneficent desire because the 
ignoble emulate the noble, thus raising the standards 
of taste and mercantile honor. 

The second misleading assumption is that competi- 
tion is the natural channel through which economic 
forces of necessity discharge themselves, and that 
economic laws are laws of competitive business enter- 
prise. True competition, a rivalry for public favor, 
Clark sees to be degenerating in modern life into a 
quasi-combat. The natural action of self-interest and 
unrestricted competition is bringing us to the point 
of annihilating competition. In other words, under 
modern conditions competition tends to be self-des- 
tructive, and great organized groups, capital and labor, 
are achieving an internal solidarity of mutual antag- 
onism. To this situation, constituting an essential 
peril to society, the pursuit of self-interest has led us. 
Competition at its best is a dubious expedient. It 
resolves itself into an ‘‘ignoble struggle for personal 
profit,” in which one may look in vain for a providential 
design and from which a harmony of interests cannot 
conceivably emerge. ‘‘Individual competition, the 
great regulator of the former era, has in important 
fields practically disappeared. It ought to disappear; 
it was, in latter days, incapable of working justice.’ 
Against the immorality, chicanery, and plunder of 
business practice no remedy will avail but an economic 
reorganization dictated by an awakened moral sense. 

A further objection is made to the prevalent neglect 
by economists of the fact that society is an organism, 
not a mere aggregation of individuals. The organic 
character of society is supported by Clark with no 
sustaining argument. It is presented as obiter dictum, 


3. The Philosophy of Wealth, p. 148. 
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as an indisputable biological fact. The organic con- 
ception is presented, not in terms of the eighteenth- 
century philosophers, but in the terms of Darwinism. 
Our existing society is the result of a complex social 
evolution, and advanced societies are conceived to be 
marked by a growing cephalization which leads to 
conscious control of economic life in the interests of 
the social whole under the dictates of moral law. This 
contribution of Clark’s may claim a real importance, 
as an early evidence of conscious use of evolutionary 
theory, and as perhaps the first overt adaptation of 
Herbert Spencer’s social philosophy in amending the 
concepts of economic theory. 

A consideration of the nature of these criticisms of 
the premises of economic reasoning reveals the curious 
fact that they represent a remarkable resemblance to 
some of those advanced by Veblen at a later period. 
There is the same insistence that economic theory 
must be built upon a correct view of human nature, 
the same attack upon economic laws which represent 
no more than competitive normality, the same appeal 
to the evolutionary viewpoint. It is not a little strange 
that from such a beginning Clark should have arrived 
in the end at a position which in all controversial 
aspects of economic theory is at the opposite pole from 
Veblen. 

(2) Clark’s early treatment of the problem of value 
is strangely inconsistent with his criticism of the 
postulates of economics. For the fixing of values is 
analyzed as a competitive process in which normal 
prices will equal the cost of production, and this in 
spite of the fact that we are elsewhere led to believe 
that competition is an obsolescent as well as unde- 
sirable institution. The analysis of value, however, is 
original in two respects. In the first place, values are 











46 QUARTERLY JOURNAL OF ECONOMICS 


conceived to be the valuations of the social organism 
— an idea that led Clark to obliterate the distinction 
between ‘‘value in exchange’’ and ‘“‘value in use,” 
to regard values as positive quantities rather than 
mere exchange ratios, and to start upon the search 
for a unit with which to measure “‘social values.” 

The other original conception was that which was 
ultimately to place Clark in the foreground of theoretical 
acceptability — his treatment of the relation of utility 
to value. One finds the marginal utility analysis all 
neatly laid out — briefly, of course, but containing the 
germs of a full-blown “‘psychological”’ theory of value. 
This particular item achieves its interest in the history 
of economic thought from the fact that, when the ideas 
were first formulated by Clark, about 1880, he was 
unacquainted with the work of Walras, or Menger, or 
Jevons. Thus he is to be regarded as one of the original 
contributors, or, as some might say, perpetrators, of 
the marginal utility theory of value. Linked up as his 
theory was with an organic view of society, it had 
distinctive features of its own. But its effect was not 
different from that of Jevons in emphasizing the 
fundamental importance of subjective valuation as 
the dominant factor in the price-fixing process. 

In his early discussion of distribution, as of value, 
there is a mixture of reflections on competitive laws 
and ideals of justice which stands very much in the 
way of brief exposition. Momentarily, he takes the 
view that under the competitive process supply and 
demand divide the stream of income between the 
groups, sub-groups, and individuals contributing to 
the processes of production. ‘‘There are,’’ he concludes, 
‘fixed laws of distribution which society is not at 
liberty to violate.”* Then, pausing before scenes of 
4. The Philosophy of Wealth, p. 87. 
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social injustice and falling back upon the evolutionary 
progress of morality, an amendment is broached that 
“better systems of social circulation may be before 
us, if we can wait for their development.”> The argu- 
ment wavers indecisively. 

Centering his attention upon wages, Clark notes 
that in the bargaining process by which they have been 
determined, strength has in the past been predomin- 
antly with the employers, and there is at least a sug- 
gestion that labor has been to some extent exploited. 
With the rise of solidified bargaining groups, the 
automatic scheme of distribution is seen to be in the 
way of supersession. Since equity is the primary 
problem of distribution, and since strongly organized 
groups of wage-earners and employers carry the deter- 
mination of wages to the point of gigantic combat, 
no alternative is available to an effective intervention 
of the government to regulate the bargaining process 
by arbitration. In this alarming situation a new and 
true theory of wages is called for, in the interest of 
justice and public order. 

Without any further examination of these early 
tentative experimental ideas which Clark brought to 
the analysis of value and distribution, one may discern 
that he carries along a double approach: an attempt 
to formulate scientific laws, modified, or one might 
almost say nullified, by the desire to regulate values 
and distributive shares on lines of justice and in the 
light of moral precepts. The problem is posed and the 
scene laid for that further development of theory by 
which Clark eventually arrived at a presumably 
scientific body of doctrine which, at the same time, 
approved itself to his moral sense. 

(3) In setting forth, as has been done in the preceding 

5. The Philosophy of Wealth, p. 88. 
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pages, Clark’s criticism of the premises of economic 
reasoning and his constructive approach to the prob- 
lems of value and distribution, some indication in- 
directly emerges as to his approach to problems of 
the day. The really important problems of economic 
organization, in his view, are those represented by the 
combination movement, the growth of group solidarity 
in extensive fields of industry and among both em- 
ployers and workers. Inthe menace of that movement 
lies the challenge to our social inventiveness. Seeking 
to understand where we are and where we are going, 
he traces in some detail the historical background 
from medieval and mercantilist forms of regulation, 
through the period of small-scale industry, — auto- 
matically regulated by a competition which was kept 
within bounds of decency by the laws of private pro- 
perty, the police force, and customary morality, — 
down to the machine age of large-scale industry which 
has impaired the ability of competition to regulate 
economic activity. The current situation, as he sees it, 
shows a movement toward gigantic monopolistic 
combinations, against whose overweening power labor 
unions have arisen to protect labor from exploitation 
by the unscrupulous among the employers. Economic 
society has arrived at this sad pass: the public is un- 
protected from the greed of monopolies; the wage- 
earner is unassured of just compensation or steady 
employment; the body politic is rent by conflicts over 
the division of the fruits of industry; and trade is 
openly predatory and marked by refined untruth- 
fulness. 

The solution of these problems is seen to involve a 
number of agencies, of which the two most important 
are government intervention and a spiritual awakening. 
The government may regulate monopolies and alleviate 














JOHN BATES CLARK 49 


group-strife by arbitration. Arbitration is, however, 
an inadequate expedient, since it centers attention upon 
points of conflict, not upon community of interest. 
Profit-sharing plans are looked to, to secure a partial 
elimination of the area of conflict and to direct attention 
to the enlargement of the product from which both 
parties alike draw their reward. The ideal and ulti- 
mate solution, however, is to be looked for in a wide- 
spread system of codperative production, wherein the 
workers are self-employed, the area of conflict entirely 
disappears, and community of interest and justice in 
distribution are established. The really significant com- 
petition of the future will not be that of the market- 
place, but a struggle for primacy between alternate 
forms of economic organization. ‘‘The new political 
economy must recognize, as one of its principles, this 
special and higher competition by which systems are 
tested. Individual competition, the basis of the tradi- 
tional science, is, in extensive fields, a thing of the 
past.”’ § 

The Ricardian system of free competition, by loosing 
the destructive seeds of strife, is seen under modern 
industrial conditions to contain the threat of social 
revolution. In the future, mankind may not be bound 
by adherence to its outworn philosophy. The current 
need is for an adequate social teleology, an ultimate 
goal toward which to guide social tendencies by intel- 
ligent control. Moral law must control economic 
processes, and almost the fate of society is dependent. 
upon the intelligence with which the higher moral 
ideas of the community are brought to bear upon the 
situation. ‘‘ As thus apprehended, there is no apotheosis 
of selfishness in the theory of political economy.’” 

This is the Clark of The Philosophy of Wealth. It is 

6. The Philosophy of Wealth, p. 190. 7. Ibid., p. 219. 
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a Clark little known to those who have read only his 
later work. What is interesting is to see what he was 
trying to do. At this youthful period of his life a 
number of very interesting ideas, a little vague, perhaps 
not mutually reconciled, but nevertheless fertile, were 
obviously germinating in his mind. In the first place, 
he was not content with finding the world chaotic. 
In the spirit of the natural sciences and of his pre- 
decessors in political economy, he was bent upon a 
search for ‘‘laws” governing the economic activities 
of mankind. And, if such formal theory as he pro- 
pounds is of much the conventional sort of his pre- 
decessors, one may note that he was looking for its 
rectification in a very pertinent quarter, that is, in our 
view of human nature. As anyone who wishes to 
consult the periodical indexes may discover, the notion 
that psychology has any important relation to econo- 
mics, outside of furnishing some sort of rule-of-thumb 
working concept of the valuation process, is a very 
modern idea. It bespeaks a considerable acumen and 
originality in this young economist of the eighteen- 
eighties that he made it the center of his theoretical 
approach. 

Again, we find that he was attempting to present 
economic life in terms of changing institutions, of 
biological growth; in short, he talked for the most 
part in terms, not of static laws, but of changing pro- 
cesses. Here we may perhaps see the influence retained 
from a German training during the ascendency of the 
historical school, but the approach is prophetic of a 
later approach which, even at the present day, is novel 
and unconventional. 

The third thing that he was trying to do was to 
assist in the spiritual reformation of economic society. 
One may not penetrate far into the processes of Clark’s 
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mind without perceiving the high moral earnestness 
in which he works. Truth is his goal. But man is a 
moral being, the highest truth is moral truth, and 
man’s pursuit of material welfare, in the abeyance of 
moral law, will be retarded and disturbed by conflict. 
The scientist in human affairs can no more discard the 
moral element in man than a chemist can discard a 
chemical element. In the spirit almost of a crusader, 
not unlike that a little later displayed by Hobson, 
Clark in his earlier period undertakes his task of 
reconstructing economic science. 

It will be seen that these early ideas lack unity, if 
they are not at times flatly contradictory. They must 
not be accepted as a rounded body of economic theory, 
but as a body of fertile ideas rubbing against one 
another in the mind of a very original and stimulating 
thinker. One might have forecast in 1885 that this 
mind would produce something notable, but it would 
have required the gift of prophecy to foretell what 
direction it would take. 

As matters turned out, Clark became in a sense the 
victim of his generation. It was a controversial genera- 
tion, and the controversies were waged mainly around 
the theory of value and distribution. In his early 
essays the treatment of value, and of the relation of 
utility to it, occupied a place of secondary importance, 
and appeared in a setting of competitive analysis 
somewhat alien to the other aspects of his thought. 
It was, however, precisely this item which made a 
contact with the rising new school of marginal utility 
economists and brought him international recognition. 
By a certain fatality he became embroiled in the 
current controversies over value theory, and was 
imperceptibly, but none the less surely, wooed away 
from the other, and apparently more striking, aspects 
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of his early thought. His questioning of the postulates 
of economic reasoning sank into the background, 
retaining a feeble existence only. He no longer in- 
quired into the complex processes of developing econo- 
mic life. With his own generation, and largely in its 
terms, he began to elucidate the general hypothetical 
laws which control the economic activities of mankind 
under the competitive form of economic organization. 

But Clark’s mind could be no mere private in the 
ranks. While attention was being principally given 
to the marginal utility theory of value, he was quietly 
pondering the problem of extending the concepts used 
therein to an adequate theory of distribution. When, 
therefore, after years of patient thought and pre- 
paration he published The Distribution of Wealth, the 
logical beauty and precision of the system of theory 
there displayed was like an illumination from Heaven 
to many of those whose goal for economic science 
was the reduction of economic life to terms of law 
and order. 


II 


The completed body of Clark’s theory is too well 
known to economists to require examination here. 
But its main outlines may be briefly displayed, to 
reinforce the contrast to his earlier approach. It takes 
form in the light of a general preconception that 
economic laws exist, and may be found, of as truly 
scientific validity as the generalizations of the physical 
sciences. Such laws, it is conceived, should be practi- 
cally applicable to contemporary society, both as 
explaining its phenomena and as furnishing a basis 
for public policy. Debarred like all social scientists 
from the experimental method of physical scientists, 
he was thrown back, like his predecessors, upon the 
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method of logical deduction. It thus eventuated that 
Clark, weaned away from his early interest in the 
evolution of economic institutions, comes in the end 
to rest his fame and reputation upon the most elab- 
orately subtle exposition of abstract logical theory that 
the mind of man has yet devised. 

Since the measure of the scientific validity of any 
logical system of theory is dependent directly upon the 
external correctness of its preconceptions and postu- 
lates, one may profitably look at the starting-point. of 
Clark’s argument. (1) The early conception of society 
as an organism is retained, and economic laws are 
conceived to be organic social laws, not mere generali- 
zations concerning the economic relations of individuals 
as such. (2) It is assumed that a division may be 
made between the ‘‘static’”’ economic forces which are 
enduring and the ‘‘dynamic”’ forces which introduce 
elements of change. A proper understanding of static 
laws is presumed to be essential to the analysis of 
dynamic forces. (3) A general preconception is held 
that the natural laws of economics are to be considered 
valid only as they approve themselves to the moral 
sense. 

The characteristic views just given indicate the 
carry-over from the earlier period. They are supple- 
mented, however, by other postulates more conven- 
tional. (4) Private property is accepted as the basic 
economic institution, without examination of its 
historical or ethical foundations. (5) Individual free- 
dom of activity is assumed to be unhampered and to 
operate through active competition in all gainful 
pursuits. (6) Government is thought of as intervening 
in the economic sphere only for the physical protection 
of property, for the enforcement of contracts, and for the 
maintenance of competition. (7) Labor and capital 
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are conceived to constitute mobile funds, the units 
of which are capable of rapid gravitation from point 
to point in the economic system upon adequate stimulus. 
(8) Economic activity is deemed to be motivated by 
the attempt of men to satisfy their subjective wants. 
Pecuniary gain is pursued intelligently merely as a 
means of acquiring the goods which will afford satis- 
faction. Lines of activity are directed through the 
agency of a calculus of pleasure and pain. 

The essential postulates, as thus stated, obviously 
do not differ materially from those common to most 
economic theory in the nineteenth century, as amended 
by the marginal utility school of analysis. They ally 
Clark directly to the philosophy of utilitarianism. 
They bind him to a more rigid set of assumptions, 
both as to human nature and as to social institutions, 
than Alfred Marshall had been willing to adopt. And, 
particularly, they demonstrate how far he has moved 
from those early days when he was condemning the 
economists’ view of human nature and playing the 
final ‘‘taps”’ over the prostrate body of the competitive 
system. 

With such tools at hand, Clark proceeds to the 
elucidation of the static laws which govern man’s 
economic activity, and particularly to the demon- 
stration of his central thesis, that ‘‘the distribution of 
the income of society is controlled by a natural law, 
and ... this law, if it worked without friction, would 
give to every agent of production the amount of wealth 
which that agent creates.” * In spite of the fact that 
he is thus embarked upon an analysis of functional, 
rather than personal, distribution, he cannot forbear 
to give his study an ethical meaning. The truth of 
his thesis is considered ethically crucial. ‘‘The right 


8. The Distribution of Wealth, preface, p. v. 
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of society to exist in its present form, and the prob- 
ability that it will continue so to exist, are at stake.’ 
If it were not true, there would exist ‘‘institutional 
robbery,” and ‘‘there would be at the foundation of 
the social structure an explosive element which sooner 
or later would destroy it.’”! 

It is interesting to note that Clark refuses to be 
drawn into controversy over the justice of private 
property as now instituted. The socialists are sum- 
marily dismissed with the remark that their plan 
‘‘would violate what is ordinarily regarded as a pro- 
perty right. The entire question whether this is just 
or not lies outside of our inquiry, for it is a matter 
of pure ethics.’ He is thus at the start involved in 
this dilemma, that he is engaged in an inquiry with 
ethical implications, but another approach to the 
same problem is irrelevant because it has ethical 
implications. In the outcome, the ethical cargo with 
which he weights his ship has no bearing upon the 
validity of his analysis of economic phenomena. But 
the mere fact that the load was taken on illustrates 
again a characteristic of Clark to which attention has 
already been called. Social arrangements must be 
morally defensible. It is perhaps not too much to 
say that this predilection for morality is of the essence 
of his inner self. It is not so much a part of his scientific 
inquiry, nor so much a necessary consequence of it, 
as it is a personal preconception necessary to give 
vital meaning to his work. 

Overtly approving the Ricardian premises and 
theory of value, Clark conceives himself to be com- 
pleting that theory by consciously isolating its static 
elements and adding a needed analysis of the subjective 


9. The Distribution of Wealth, p. 3. 
1. Ibid., p. 9. 2. Ibid., p. 8 
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factors in valuation, and to be rounding out in the 
field of distribution a body of doctrine which is approxi- 
mately correct in the field of value. 

Investigating a static social order organized on 
competitive lines, and equipped with mobile funds of 
capital and labor units, Clark is enabled to move 
unerringly to his goal. Profits prove to be evanescent 
dynamic phenomena which disappear in a static 
adjustment. Statically viewed, land and artificial 
capital become indistinguishable. Rent and interest 
become merely different manners of computing the 
same income. Units of capital, used as an inclusive 
term for all wealth productively employed, seek the 
point of greatest remuneration, consequently leading 
to a uniform level for all units employed. Land is 
tacitly capitalized from its yield. Labor units, seeking 
the highest available reward, gravitate into positions 
where the reward of each unit equals that of every 
other. Units of capital or labor, added to the productive 
force, occupy a decreasingly important position. Their 
importance is tested by their addition to the industrial 
product. Employment of further units will cease at 
the point where remuneration equals product. In a 
complete static adjustment, interest and wage-rates 
will measure the productivity of a unit of capital or 
labor at any point in the economic system. The relative 
importance of capital and labor are measured by their 
quantitative ratio to each other. Capital will adjust 
itself in such a manner that each unit of labor will be 
working with equivalent complements of capital. 
Wages thus equal not merely the product of marginal 
labor extended by competition to all labor, but the 
virtual or specific product of each unit of labor. Wage 
differentials measure differences in productivity be- 
tween individuals, that is to say, indicate the unequal 
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number of units of labor which they embody. On and 
on, with mechanical precision, Clark is able to deduce 
principles of this sort from his postulates. 

The entire analysis groups itself around one large 
centripetal principle, a glorified law of diminishing 
returns; “‘so all-embracing is it that it dominates 
economic life.’”’ In the sphere of production and dis- 
tribution, the diminishing importance of additionai 
units leads to the dependence of incomes upon the 
productivity of final units of labor and capital. In the 
field of value, this principle makes values dependent 
upon the utility of final units of commodities. Fully 
stated, this universal law of variation ‘‘ would give un- 
expected unity and completeness to the science of 
economics.”’ * 

Without going into the value theory which accom- 
panies the theory of distribution, it may be briefly 
noted that it is from one angle a cost-of-production 
theory, with emphasis, however, laid upon the sub- 
jective aspect of valuation, and a causal sequence 
running primarily from personal estimates of utility 
to the fixation of values. In the end there appears 
that large optimism and favor with which Clark views 
the results of the competitive process. Not only are 
goods furnished to consumers at cost, but they are 
furnished in such kinds and proportions as to produce 
a@ maximum of achievable pleasures. Not only do 
producers receive the whole product of their effort, 
but their pleasure-rewards are in excess of their pain- 
costs. Here we have the beautiful, healthy functioning 
of the social body operating under natural law, and 
unmarred by any diseases of mind, circulatory system, 
or digestive tract. One might well pause to shake the 
‘‘unseen hand” of Adam Smith’s providential guide. 


3. The Distribution of Wealth, p, 209. 
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The type of analysis that we have been considering 
appears up to this point to have been proceeding in 
purely individualistic terms. Lurking in the wings, 
however, Clark’s organismic theory of society has been 
brooding over the scene. Projected now into pro- 
minence, this theory transmutes all the concepts 
used, ‘‘value,”’ “‘utility,’’ and so on, into ‘‘social value,” 
“social utility,’ and the like. This sudden trans- 
mutation is a little disconcerting to the understanding, 
but it appears to be accomplished by aggregating all 
individual subjective feelings and calling them social 
feelings. No answer is forthcoming to the natural 
query as to how the life of an organism can be described 
in mechanistic terms such as “‘statics’”’ and ‘‘dynamics,”’ 
“‘weighing” and ‘‘balancing.”” One seems to discover 
merely an uncritical and optimistic adaptation of 
Herbert Spencer’s social philosophy, throughout which 
the assumption prevails that we are studying, by a 
kind of microscopy, the detailed physiology and 
metabolism of an integral being. 

Having promoted value to social value, utility to 
social utility, and labor to social labor, the main chain 
of causal connection runs backward from social value 
to social utility to social labor-pain or disutility. In 
pain, Clark’s imposing edifice of theory reaches the 
keystone of its arch, finding therein a unit by which 
to measure all values, releasing them from the fate of 
existing as mere ratios and establishing them as positive 
quantities. Thus, ‘everything that is produced by 
one hour of social labor... possesses an effective 
utility that equals the absolute utility of the final 
complement of goods consumed; and this, again, is 
counterpoised and measured by the sacrifice which 
all society undergoes in the labor of its final hour.’’ 

4. The Distribution of Wealth, p. 388. 
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If the analysis were on purely individualistic lines, 
to measure values in terms of average labor while 
averaging labor on the basis of the value of its product 
would, as Clark points out, be to argue in a circle. 
The conception of a social value based on social sacri- 
fice is deemed by Clark to break the circle in evaluating 
the labor of any individual. But a question may well 
rest in the mind concerning the validity of the process 
by which aggregated individual valuations are trans- 
lated into social values. In any case, this danger of 
circularity is a point that might well occupy the atten- 
tion of economists of the marginal utility faith who 
have modified the tenets of Clark’s system by discarding 
the ideas of social utility and disutility. 

Considering, apparently, that the exposition of 
static economic laws rounded out his life’s work, Clark 
has done little more than suggest tentative modes of 
examining the dynamic aspects of economic phenomena, 
since ‘‘the task of developing this branch of science 
is so large that the execution of it will occupy genera- 
tions of workers.’> He essays, however, an outline 
of the tasks to be performed and the methods to be 
followed. He notes the prevalence of change in five 
directions — the increase of population, the increase 
of capital, improvement of technical processes, im- 
proved efficiency in the organization of capital and 
labor, and multiplication and refinement of human 
wants. Among his major conclusions the following 
stand out. (1) Static forces are forever at work and 
underlie all dynamic changes. (2) Dynamic changes 
tend to neutralize one another, thus keeping society 
near a static adjustment. (3) Economic law precludes 
widespread displacement of labor. (4) Improvements 
in industry are assured by the quest for profits, but 

5. The Distribution of Wealth, p. 442. 
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the leveling force of competition causes these gains 
to accrue to the benefit of society. (5) Population 
will increase less rapidly than capital, permitting rising 
wages and higher standards of comfort. Progress thus 
accrues chiefly for the wage-earning class. 

A careful reading of these tentative dynamic laws 
discloses one thread of thought running through them. 
All are optimistic in tone. A still closer examination 
discloses the fact that they are all based upon the 
static premises, omitting only the single assumption 
that change is in abeyance. In particular the regulating 
force of competition is permitted to undergo no im- 
pairment. Consequently, such dynamic laws as Clark 
has stated are, in effect, but minor emendations of the 
static laws. 

It will be remembered that Clark had himself sung 
the doom of the competitive system in The Philosophy 
of Wealth. He has now quite reversed his position and 
built his theoretical structure entirely upon a com- 
petitive postulate. To the criticism that competition 
may itself be a passing phase, he has a concise answer. 
“Tt remains for economic dynamics to show that 
competition is an inextinguishable force.’’® The thought 
of this answer is developed more elaborately when he 
comes to the discussion of practical problems of econo- 
mic organization, as he does briefly in the final chapters 
of The Essentials of Economic Theory, and at greater 
length elsewhere. In competitive prices and distribu- 
tive shares he has created an implication comparable 
to the medieval “‘just price.”” In the presence of forces 
endeavoring to stifle the automatic regulation of 
competition, such as trusts and unions, it becomes a 
primary function of government to intervene to main- 
tain the practical good effects, if not always the out- 
6. The Distribution of Wealth, p. 441. 
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ward form, of competitive organization. The final note, 
strangely enough, is upon the necessity for government 
intervention. Not, however, as Clark had earlier pro- 
posed, in the capacity of a creative intelligence seeking 
new modes of social organization and control, but to 
enforce competition, ‘‘keeping alive the force on which 
the adherents of laissez-faire policy rested their hope of 
justice and prosperity.” 

Why Clark has never carried his efforts in the direc- 
tion of dynamic analysis further, one cannot say. 
He was already rather an elderly man when his static 
theory took its final shape, and he may have then felt 
ready to pass on the torch. His own meager treatment 
of dynamics indicates some of the difficulties that arise 
to thwart advance. He expects dynamic theory to 
formulate laws of progress. But these laws must be 
built upon the system of static theory which he has 
already constructed. That system is, however, bal- 
lasted with a hedonistic view of human nature and a 
competitive view of economic organization. The 
dynamic theorist, therefore, if he is to work in Clark’s 
terms, is debarred both from investigating economic 
motivation and from speculating upon the advantages 
of non-competitive forms of organization. He is bound 
to a theory of purposive evolution which has found 
its culmination and final resting-place in the competitive 
system. The two constructive leads which Clark had 
earlier given have thus been closed by the nature of his 
later doctrines. It is not, then, apparent that Clark’s 
statics are a starting-point from which a fruitful study 
of the phenonema of change can proceed. They appear, 
indeed, definitely to block the way. Whereupon the 
query naturally arises whether the division of economic 
theory into statics and dynamics is one designed to 
promote the advancement of knowledge. 
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III 


To what conclusion has Clark’s closely wrought 
body of economic logic brought us? Briefly, it is a 
system of economic harmonies. Social harmony, it is 
concluded, results from competitive enterprise. The 
entire exposition may, therefore, be regarded as a 
sweeping and complete defense of the competitive 
form of business enterprise. Competition, working 
through the general pursuit of pleasure-gains, auto- 
matically eliminates conflicts of interest and injustices, 
and in a changing world spreads its increasing bounties 
before all classes, whether they love the Lord or not. 
“If nothing suppresses competition, progress will 
continue forever,”’ This is, indeed, a far cry from 
the Clark who could, fourteen years earlier, write: 
“Individual competition, the great regulator of the 
former era, has, in important fields, practically dis- 
appeared. It ought to disappear; it was, in latter 
days, incapable of working justice.’’® 

The harmonic scheme of automatic action of natural 
laws must be taken to represent Clark’s mature thought. 
It will not be thought by all an advance over his earlier 
views. It did, however, put him rather definitely in 
the apostolic succession of orthodox economics. He 
has become the child of Ricardo, and Mill, and Jevons, 
with a cognate line running to Bastiat and a pleasant 
cousinly relation to Alfred Marshall. This is not to 
say that his ancestors were all ‘“‘harmonists,” or that 
he is a mere ‘‘chip of the old block.”” There has been 
in all Clark’s work an originality, independence, and 
subtlety of thought unique among American econo- 
mists. With the tools that he chose to adopt he was 
a master-craftsman. 


7. Essentials of Economic Theory, p. 372. 
8. The Philosophy of Wealth, p. 148. 
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To what extent the laws which he so freely distilled 
will continue to secure the approbation of fellow econo- 
mists is not as yet apparent. To the present day, his 
mark may be seen upon most of the textbooks from 
which the present generation is learning its economic 
theory. The marginal utility theory of value, of which 
he was the foremost American exponent, was for a 
time almost universally accepted and is perhaps still 
the most widely received value doctrine. The marginal 
productivity theory of wages was quite generally 
accepted, and is today the center about which most 
wage-theory debates revolve. The analysis of rent 
was thought by many a distinct advance in the treat- 
ment of that difficult subject. The clear division of 
economic analysis into statics and dynamics has been 
quite generally considered an advance. A narrower 
range of approbation has attended the concepts of 
social utility and social value, while the capital concept 
has been almost unanimously rejected. Even Clark’s 
adherents have generally felt that the ethical implica- 
tions were not an essential part of his system of thought. 

The finality which Clark was disposed to attribute 
to the main body of his doctrines does not appear to 
be assured. They are, in fact, at the center of the 
theoretical controversy which is today in progress. 
In the confused drift of contemporary economic 
thought, his conclusions are accepted in greater or 
lesser measure by some, respected by others, and 
disdainfully rejected by still others. But the cogency 
and brilliance of treatment are nowhere questioned. 

It would be interesting, if it were possible, to discover 
what influences had played upon Clark to turn the 
ardent reformer of The Philosophy of Wealth into a 
deductive theorist of familiar type. In our day, when 
economists approach their theorizing from so many 
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angles, when they use such varied disciplines, and 
arrive at such discordant conclusions, it would seem 
almost as important to study the economists as to 
study their economics. Since no adequate biography 
exists, any attempt to explain Clark in terms of objective 
influences must of necessity be somewhat speculative. 
A few surmises may be hazarded. 

As we have noted above, certain tentative con- 
clusions of Clark’s on the nature and determination 
of value, throwing emphasis on the side of demand and 
involving a new use of “margins,” had curiously 
coincided with those of Jevons in England and of a 
group of Austrian economists. This coincidence brought 
him a considerable repute of international extent. 
The clarification of these ideas, and their unification 
into a generally acceptable view, was the occasion 
of a very great deal of discussion in the periodicals 
of the eighteen-eighties and nineties. The vogue of the 
marginal utility school was widely established. 

The rapid rise of the marginal utility type of analysis 
presents an interesting passage in the history of econo- 
mic thought. So great had been the prestige of John 
Stuart Mill’s version of Ricardian economics in Eng- 
land and the United States, that some decades were 
occupied with little more than interpreting it or simpli- 
fying it for the popular understanding. Receding 
under the attacks of the historical school, socialists, 
and social reformers, the authority of classical econo- 
mics received its coup de gréce, while the deductive 
method was restored to favor, at the hands of the new 
type of analysis which sprang up independently in 
England, Austria, and the United States. Clark, as 
the American representative of the new movement, 
was one of the lions of the occasion. Caught in the 
current of renewed interest in the speculative aspects 
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of economics, Clark may be supposed to have moved 
naturally into the development of the ideas that had 
brought him early international recognition. An 
examination of his contributions to periodical literature 
in the eighties and nineties shows the waning influence 
of his historical training. We find him increasingly 
preoccupied with developing the possibilities of mar- 
ginal utility analysis and with bringing his critical 
talent to bear upon the theories of his contemporaries. 

The marginal utility concept was early applied with 
great subtlety to the problems of value theory. Clark 
was the first to attempt to link it up with a full-blown 
theory of distribution. One may suppose that the 
pioneering of General Francis A. Walker, who made 
the first serious inroads upon the classical theory of 
distribution, heartened him to the task. The actual 
clue which he later followed out seems to have been 
found in the suggestion of Henry George that wages 
are fixed by the product of men working upon the 
poorest land in use. Starting from this dimly conceived 
relationship between wages and product, he arrived 
eventually, as we have seen, at a theory of the complete 
identity of product and reward. 

Once he had conceived the self-conscious isolation 
of static forces, the way was open for the clear-cut 
presentation of economic principles. The problem 
became one primarily of the mechanics of the principle 
of utility. With his attention thus centered upon a 
problem of manageable proportions, he slowly and 
painfully cast his doctrines into the rounded form 
in which they are found in The Distribution of Wealth. 
It was no less than a stroke of genius which enabled 
him to see the way in which the principles of utility 
and of productivity could be grouped about the law 
of diminishing returns in such a way that the whole 
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’ economic process presented itself as the working out 


of a universal law of economic variation. It was the 
roundness, completeness, and beauty of this view 
of the automatic functioning of economic life that 
drew economists everywhere to his feet. He appeared 
to have succeeded in finding the end of the rainbow 
for which economists had everywhere sought. He 
became the peer of Ricardo. 

We have noted Clark’s indebtedness to Henry 
George. He appears also to have been, in a negative 
way, in the debt of Karl Marx. It was Bdhm-Bawerk 
who first pointed out the similarity between the methods 
of Karl Marx and Clark,® despite the exact opposite- 
ness of their conclusions. The revolutionary character 
of Marx’s use of the economist’s tools constituted 
a direct challenge to economists to protect their 
discipline from such profanation. Disproving Marx’s 
conclusion may be said to have been one of the major 
economic sports of the later nineteenth century. And 
more than any other economist Clark met him on his 
own ground, giving him the choice of weapons. A 
skillful use of dialectic, applied with imagination and 
a genius for systematic thought, and based upon pre- 
mises of his own choosing, led Marx to his theory of 
distribution and exploitation. The same weapons in 
almost equally skillful hands brought Clark to a com- 
plete refutation of Marx. 

In the final reckoning Clark must be subjected to 
the same sort of inquisition that Marx has undergone. 
The question will not be whether his conclusions arise 
out of his premises — whether he is, in short, a master 
of dialectic. It will be asked, rather, whether he has 
not from the outset worked in the rarefied atmosphere 
of mystical concepts, and whether his ‘‘natural laws” 
are not thereby lifted into the metaphysical company 

9. In the Quarterly Journal of Economics, vol. XXI. 
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of doctrines of the Holy Ghost. The aim of the present 
inquiry is too modest to permit any final word on 
that point. Each for himself may examine the premises 
of the system and determine for himself whether the 
deductions from them may be considered applicable 
to the world about him, to the end that an eternal 
competitive system provides substantial social justice 
and promises the progressive amelioration of the lot 
of mankind. 

One final influence giving direction to Clark’s 
inquiries and shape to his theory may be suggested. 
The combination movement, which began in the 
United States after the Civil War and had resulted in 
some substantial monopolies by the time of Clark’s 
middle life, engaged his earnest attention. It seems 
to have represented an exactly opposite evil to Marxism 
in his mind. When Marxian revolution sent him 
scurrying from his youthful zeal for renovating society, 
he was confronted by the menacing form of monopoly 
as the logical outcome of things-as-they-are. In this 
dilemma, there remained the ‘‘faith of our fathers, 
living still,” the competitive system. It could be 
presented as, by its innate justice, guarded from the 
threat of revolution, while the heavy hand of the 
government might be invoked to protect it from the 
monstrous regiment of monopolists. 

Were such things as these in Clark’s mind as his 
theoretical system took form? No one can say. They 
are speculation, but perhaps not vain and _ useless. 
We may see in them something of the background of 
the economists who were at their tasks in the last 
quarter of the nineteenth century. And their back- 
ground of ideas may well be as important to under- 
standing their work as the setting of a stage is to the 
atmosphere of a play. 

In taking leave of Clark’s systematic statement of 
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economic theory, we may well keep in mind the nature 
of the problem with which he was concerned. He was 
attempting to cut through the mass of complicating 
external facts to the heart of the problems of value 
and distribution. He was searching for fundamental 
and enduring forces in terms of which he might explain 
the pricing process which codrdinates economic activity. 
And he wished his explanation to cut deep enough to 
relieve it from ephemerality and transigeance. What 
he sought to establish were natural laws of enduring 
scientific validity. To arrive at the inner recesses of 
truth, he was willing to be “‘heroically theoretical.”’ 
Quite consciously he dispensed with the outward 
appearance of reality, in order, as he thought, to lay 
open to the eye in some simple and intellectually 
manageable form the hidden forces upon which econ- 
omic life is based. 

The assumptions upon which he proceeded, the 
methods by which he worked, and the conclusions at 
which he arrived were such as to commend themselves 
in greater or lesser degree to most American economists 
of the past generation. They have, however, inevitably 
given rise to questions. It may be asked whether the 
processes of social life are amenable to treatment in 
mechanistic terms of ‘“‘statics’ and ‘‘dynamics.” 
Are human institutions sufficiently stable to serve as 
the basis of ‘“‘natural laws,’’ and is competition the 
controlling and necessarily enduring force in economic 
organization that Clark pictures it? Is the hedonistic 
calculus of pleasure and pain a scientifically ascertained 
fact of psychology, and thus available as the central 
premise of another science? Is an organic concept 
of society which ignores all but economic data an 
adequate basis for economic generalization? Can an 
ethical appraisal be read into economic processes 
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without an examination of the ethical standing of the 
institutions out of which they arise? 

A further kind of questioning is also inescapable: 
whether an objective examination of economic life 
lends support to the conclusions which Clark reaches. 
It may be asked whether profits in modern business 
are evanescent; whether conflicts of economic interest 
are negligible factors; whether industrial capital is 
readily mobile; whether actual methods of wage- 
determination lend any support to a theory of the 
virtual identity of product and reward. 

Such questions could be multiplied indefinitely. 
They appear to center themselves about two larger 
issues. In the first place, does Clark state his problem 
in terms that commend themselves to a contemporary 
mind imbued with a scientific viewpoint? And, in the 
second place, can his conclusions proceed beyond the 
phase of hypothesis to that of verification? One may 
ask whether, having arrived at the correct conclusions 
from a given set of postulates, Clark is not merely 
at the threshold, instead of at the end, of a really 
scientific investigation of the problems presented to 
economic theorists. 

It is hardly necessary to say that the scientific 
validity of Clark’s conclusions must ultimately come 
to depend upon the answers to the kinds of question 
that have been raised. Such questions are now the fat 
in the fire of economic controversy. Clark may well 
be supposed to have reached the high peak of the 
development of economic principles by the subtle 
elaboration of logical processes. The question now is 
whether economic truth is to be arrived at in that way. 


Paut T. Homan 
CorNELL UNIVERSITY. 
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SUMMARY 


I. Purpose and methods of the inquiry, 70. — II. Net Production 
in the Soviet Union, 74. — III. Net Production by industries: Com- 
parison with the United States, 76.— IV. Russian income per head 
compared with that in other countries, 79.— V. Proportion of state 
and private industries in Russia, 83.— VI. Distribution of income 
between occupations in Russia and in the United States, 85. — VII. 
Distribution of income between individuals in Russia and in the 
United States, 88. 


I 


Ir is the purpose of the present paper to compare the 
national income of the Russian Soviet Union with that 
of other countries, and also to compare the distribution 
of income in Russia with that in the United States. 
The levels of average welfare in different countries are, 
of course, affected by many historic factors, and it 
would be a serious blunder to ascribe such contrasts as 
may appear solely to differences in present economic 
systems. Nevertheless, there are some features of na- 
tional income, such, for instance, as the character of 
income distribution, which are traceable directly to 
this or that system in operation. In this respect the 
United States and the Soviet Union represent economic 
antipodes and a comparison of the two is of peculiar 
interest. 

First, some matters of concept and method. The 
concept, national income, is neither clear nor uniformly 
understood; yet the various definitions which have been 
attempted reveal two main approaches to the problem. 
Hither the whole nation is regarded as a single producing 
70 
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mechanism and the income of this gigantic business 
enterprise as its net production, or emphasis is placed 
on the net incomes of the individuals who compose the 
nation, the national income being regarded as the aggre- 
gate of these individual items. 

Yet even within these two methods serious differ- 
ences of interpretation appear. The term ‘‘production”’ 
varies according to what is included. It may or may not 
include, for instance, profits from commercial transac- 
tions, the value of immaterial services, or gains and 
losses from foreign trade. Individual income may mean 
‘‘net money income” and exclude the consumption of 
goods produced by one’s own enterprise, or it may be 
extended at the other end of the scale, so as to embrace 
the ‘‘psychic income” of Irving Fisher and attempt to 
sum up the satisfactions received in the process of con- 
sumption. 

By whichever method the problem is approached, — 
whether the real method of estimation by sources of 
production or the personal method of summation of in- 
dividual incomes,— much depends on exactness of 
definition. By limitation and careful interpretation it 
might be possible to focus attention, by either method, 
on the same factors and thus bring reconciliation of 
differences.! But, unfortunately, most investigations 
have suffered from lack of definiteness as to the con- 
cepts used, or have confused and mingled the two 
methods, so that any comparison of the results in the 
forms in which they have actually appeared is full of 
pitfalls for the unwary. 

Among recent publications, one of the most complete 
and consistent is the estimate of national income in the 


1. The National Bureau of Economic Research made estimates of 
the national income of the United States by sources of production and 
also by personal method, and reached results differing only from zero to 
7 per cent in different years. 
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United States for 1918-32 by the Federal Trade Com- 
mission.? The term is understood there as the sum of 
individual net incomes plus the undistributed incomes 
of corporations. The basis is ‘‘value created’”’ in a 
single enterprise or in a group of similar enterprises. 
From gross value of product are deducted all those ex- 
penditures which go for products or services of other 
enterprises. The balance is wages and ‘‘the share left 
to those who put their time and money into business 
enterprise and take the risk inherent therein.’”’ The 
aggregate of ‘‘created values” thus obtained will coin- 
cide with the aggregate of individual incomes only if the 
interpretation of production is sufficiently inclusive. 
Therefore, the investigation includes values created by 
transportation, housing, mercantile businesses, by 
‘professional service businesses’ (accountants, sculp- 
tors, engineers, lawyers, musicians, physicians), by ‘‘per- 
sonal service industries’ (hotels, restaurants, laundries, 
barber shops, theaters), and by ‘miscellaneous other in- 
dustries and occupations,” including wages for house- 
hold and personal service. 

In the Russian estimates several concepts have been 
used, and several methods of calculation. In 1926 the 
Central Statistical Office published a large statistical 
work entitled Balance of National Eoonomy.* Its main 


2. The work of the National Bureau of Economic Research is no less 
significant and interesting, even tho it adopts a somewhat more com- 
plicated conception of national income. We choose for the purposes of 
this essay the data of the official publication as the most recent ones. 
The detailed estimates of the National Bureau are available only for the 
year 1919, while the estimates of the Federal Trade Commission include 
1923. 

3. The exact title is: The Balance of the National Economy of 
U.S.S.R. for 1923-24. Editor, P. T. Popov. Publications of the 
Central Statistical Office, vol. xxix, Moscow, 1926. See pp. 250-273. 
All Russian publications mentioned in this article are available in the 
Hoover War Library, Stanford University, California. 

On the subject at large, see Sir Josiah Stamp; The Wealth and income * 
of the chief powers (1924). Journal of the Royal Statistical Society, July, 
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purpose was to give a general picture of production and 
distribution of material goods for the whole country in 
a specific year. While attention was paid mainly to the 
relative proportions of different branches of production 
and to a description of their mutual market relations, 
the practical result was an estimate of national income 
of the Union for the year from October 1, 1923 to 
October 1, 1924. 

The authors used approximately the same method 
that was applied in the American investigation. For each 
branch of national economy its ‘‘net production” was 
calculated, this being the difference between the gross 
value of product and the cost of raw materials, fuel, and 
manufactured goods (including transportation costs) 
consumed in the process of production. This ‘‘net pro- 
duction” is, in essence, identical with the ‘‘created 
value” of American terminology. 

In the concept of national income itself, however, 


1919. Reprinted in Studies in Current Problems in Finance and Gov- 
ernment, by the same author (London, P. 8. King, 1924), p. 274. 

An exhaustive list of publications on the topics of national wealth 
and income up to 1918 is contained in the book of G. H. Knibbs. The 
Private Wealth of Australia and its Growth. Commonwealth Bureau 
of Census and Statistics. Melbourne, 1918. Some literature, especially 
in German, is mentioned in the article “EKinkommen,’”’ by Wilhelm 
Winkler, in Handwérterbuch der Staatswissenschaften, IV Auflage, Bd. 
III; Jena, Gustav Fisher, 1926. 

None of these bibliographies includes the recent American literature 
on the subject, namely, the three publications of the National Bureau 
of Economic Research: (1) Income in the United States, its Amount 
and Distribution; 2 vols., 1909-1919; (2) Income in the Various States, 
by W. King and M. Leven; (3) the Preliminary Estimate of National 
Income for 1920-1926 in News Bulletin No. 23. Nor do they include 
the report by the Federal Trade Commission, National Wealth and In- 
come, 69th Congress, Ist Session, Senate Document, No. 126, Washing- 
ton, 1926. Among the most recent publications may be mentioned J. T. 
Sutcliffe, The National Dividend. An Inquiry into the amount of the 
National Dividend of Australia and the Manner of its Distribution. 
London, Macmillan, 1926. Also A. L. Bowley and J. Stamp, The 
National Income, 1924. A Comparative Study of the Income of the 
United Kingdom in 1911 and 1924. New York, Oxford University 
Press, 1927. 
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there is a substantial difference. The Russian inquiry 
looks on the nation as a single enterprise, and is inter- 
ested solely in the material results of its production. 
Material weajth is its only concern; consequently the 
national income includes only that part of ‘‘net produc- 
tion” or ‘‘created value” which is received in branches 
of national economy producing material goods. Even 
the wages and profits paid by mercantile businesses are 
included in the national income only with certain reser- 
vations, for the Marxian theory does not regard trade 
as a “‘productive” occupation. At any rate, wages and 
profits of all those branches of activity which are 
united in the American investigation under the title 
of professional and personal services, housing, and mis- 
cellaneous enterprises, are wholly omitted. In the 
United States 21.4 per cent of the total national income 
came from these sources in 1923. While the proportion 
is much smaller in the Soviet Union, the fact that they 
are omitted in the Russian figures must be borne in 
mind in making any comparison. The Russian concept 
might better be called the net material product of the 
nation. 


II 


Table 1 gives the value of gross production, material 
costs, and net product of economic activities in the 
Soviet Union. 

Not all the data of the table are equally exact, nor 
have they all been gathered by the same method. The 
most important — those relating to agriculture, large 
industrial plants, and railroads — are compiled from 
special censuses and records which are sufficiently exact. 
Others, such for instance as those touching small man- 
ufacturing industries (which give about 26 per cent of 
the whole net product of industry), forestry, and con- 








Thi eee FF 





75 


NATIONAL INCOME OF THE SOVIET UNION 
































T'69F‘2T $'L18'8 6°982'1Z STBOT, 
200%'Z cour ec, opely, “IIA 
T0866 6 SZ 9°6SE sin L6ee'l 6°SZF (es10y) sepoIyeA (9) 
Z HSE 9°6SE S'S16 sdrgs puv speoyrey (0) 
a Pe a uoryeziodsuery, “TA 
e16e 9°02 OZ GFL ess 3°c6 syuyd peysnpuy (9) 
Z'S9Z C622 L'¥6F soul UMO} pus AZT) (9) 
¢°SOT 91ST 1292 semmo0y Peny (”) 
worzoN.I}sSUOF) “A 
€'L1Z g'o9e T'St9 "940 ‘r04}80'] 
C86 €°910'T S'FI9'T ‘S9[1}X2, 
z'299 z'98e'Z ¥'6F0'E | ‘eyonpoid porpury puv poo,y 
9'8ee 086 9982 | ‘s}onpoid s1eq3 pure speyoyy 
Zurpnyoutr 
T'zes'z o'298'% Spe. 7299'F F'929'L 76269 ‘soLI}snpul ZurmMyoynuvyy (4) 
1'SoF T'2kz 2269 SOLIYSNPULI []PA-[10 
pus ‘Zarfurenb ‘Bury (2) 
seuysnpuy “AT 
0°00z 0°00z Zuyjuny pus Zurysty “IIT 
L'68S oes L'68S 48010 “II 
ZSz1'¢ 1'980‘E 6'IS1'8 emynousy “J 
uorTpNpolg 49N 87802) [Bee UoTPNpolg ss014 SOIPIATPY 











OY} 10}J8 PsonposzUt syeUOAIey.) OY} JO SUIIE} UI ‘e't ‘seTqn4 PezI[Iquys Ut oIe Aoy} GIayMOS][e PUB oIOFT “So[qn4 JO SUOTT[IUI 10} Iv saINSy oy] 


I @1avy 





*PZ6I JO WI0Jo1 ArvjouOUT 








76 QUARTERLY JOURNAL OF ECONOMICS 


struction, are computed by a careful extension to the 
whole country of data gathered in partial investiga- 
tions. A third group, relating to fishing, hunting, and 
land-transport, must be regarded merely as rough esti- 
mates. Gross receipts from trade are calculated by a 
peculiar method, which consists in merely taking the 
difference in prices of material goods in the hands of 
their producers and of their consumers. 

Such qualifications naturally detract from the value 
of the data; yet all estimates of national income every- 
where are only approximations, and the shortcomings 
of the Russian inquiry are no greater than those in 
other countries. The possible error probably does not 
exceed ten per cent in either direction. 


III 


The composition of the gross and net production is of 
particular interest. Agriculture predominates. It is 
true that the value of the gross product apparently 
accounts for only 38 per cent of the total; but its real 
importance in relation to other branches is obscured by 
the existence, in the data for the manufacturing indus- 
tries, of duplications in the values of raw materials and 
semi-manufactured goods. In net product the share of 
agriculture rises to 41 per cent; and if we add quasi- 
agricultural activities, such as wood-cutting, fishing, 
and hunting, the percentage rises to about 48. Besides, 
it must be remembered that rural construction and land 
transportation are so closely connected with agricul- 
tural activities that they can hardly be regarded as 
independent branches of national economy. Adding 
them, agriculture in this broad sense must be given 57 
per cent of total national income. 

Table 2 attempts a comparison, in this respect, be- 
tween the United States and the Soviet Union. Be- 
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cause of differences in items included, some sources of 
income or net production not included in both esti- 
mates have had to be omitted and certain others have 
had to be regrouped; and even with these changes, 
there may be doubt as to the comparability of the data 
as a whole.‘ Nevertheless the most important differ- 
ences are probably fairly well reflected. 

We see here two quite different types of economic 
activity. In Soviet Russia nearly half of the whole 
national income is received from agriculture and only 
one fourth from industry. In the United States indus- 
try gives more than a half, and agriculture less than one 
fifth. Their positions are nearly reversed. The differ- 
ences are further emphasized in the character of the 
manufacturing industries. In the Soviet Union leather 
and foodstuff manufactures are relatively more im- 
portant than in the United States; while metals and 
textiles hold larger place in the United States. Espe- 
cially noticeable is the difference in metals — 14.6 per 
cent of national income in the United States and only 
3 per cent in the Soviet Union. 

These proportions are a pretty fair expression of the 
divergence in types of national economy. In the one 
case is a poor peasants’ country in which manufactur- 
ing industry must meet first of all the primary needs 
for food and clothing. In the other, the demand for 

4. The changes of the figures for U.S.S.R. as compared with 
Table 1 are as follows: industry now includes furs and wood for manu- 
facturing purposes and construction while the products of fishing, wood 
as fuel, and transportation revenue calculated for horse vehicles, are 
omitted. In the American figures, as compared, for instance, with the 
totals on page 228 of National Wealth and Income, the changes and 
regroupment are as follows: industry includes electric power and light 
plants; line 2 of the manufacturing industries in Table 2 includes (a) 
iron and steel and their products, (b) metal and metal products other 
than iron and steel, (c) vehicles for land transportation; the values cre- 


ated by professional and personal service, by banking and miscellaneous 
enterprises, by telegraph and telephone are omitted. 
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such basic necessaries is already to a certain degree 
filled, and industry can pay more attention to the pro- 
duction of capital goods and the satisfaction of more 
elastic needs. 

The marked contrast in the relative importance of 
transportation reflects the exceptional attention to de- 
velopment of means of communication which has long 
characterized the United States, and Russia’s well- 
known poverty in this respect. 

A surprisingly large part is played by mercantile in- 
comes in Russia, an importance which would not be 
looked for in a poor agricultural country of semi-primi- 
tive and largely self-sufficing peasant farming. The 
explanation is, in part, that the figures include a con- 
siderable turn-over of agricultural raw materials be- 
tween peasant and peasant in different climatic regions, 
and that the gross profits in state, codperative, and 
private mercantile business are very large. 


IV 


The total Russian net product is 12,469,000,000 
rubles. Deducting 503,000,000 rubles for amortization 
of the capital goods involved in production, Russian 
statisticians place the national net income, in 1923-24, 
at 11,966,000,000 rubles, or 89.2 rubles per capita 
(equivalent to 59.5 pre-war rubles). 

For the sake of comparison this figure may be set be- 
side the pre-war income per capita for other countries 
and for Russia itself. A's a measure of welfare such com- 
parisons are, of course, very rough. The level of welfare 
depends not only on the per capita share of income but 
also on the equality or inequality of its distribution. 
Besides, as we have seen, the figures for national income 
do not always contain the same items; and, not least, 
the purchasing power of money varies. There is, too, 
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in regard to Russia, a special difficulty arising from the 
fact that a considerable part of the peasant’s income is 
derived directly from his own farm. Its real value to 
him remains the same from year to year, yet its statisti- 
cal importance rises or falls with changes of market 
price. In spite of all these reservations, the per capita 
share of national income, and especially changes in it 
with lapse of time, may be regarded as approximate in- 
dices of comparative welfare. 

For pre-war Russia there is but one estimate of the 
national income, and this for the European part of the 
country only. It is not very complete, and it suffers 
from some faults in method. According to its rather 
scanty data, the per capita national income in 1913 was 
101.3 rubles.’ A comparison of this 101.3 rubles with 
the 89.2 rubles in 1923-24, which are equivalent to 59.5 
rubles of pre-war purchasing power, indicates that the 
average level of welfare of the population of the U.S. 
S. R. in 1913-24 was somewhere in the neighborhood 
of 60 per cent of what it had been before the war. Com- 
parisons with other countries are given in Table 3.° 

In 1923, in terms of the nominal par value of dollar 
and ruble, the per capita income in the Soviet Union 
was only one fifteenth of what it was in the United 
States. The changes in the value of money augment 

5. Essay on an estimate of the national income in 50 gubernyas of 


European Russia in 1900-1913; edited by S. N. Prokopovich (Moscow, 
1918), p. 66. 

6. The figure for the income of the United States in 1923 is taken 
from the preliminary estimate of the National Bureau of Economic 
Research, published in its News Bulletin No. 23. The Russian figures 
are the same as referred to in the text, converted into dollars at nominal 
par value: 1 dollar = 1.95 rubles. All other figures are taken from In- 
come in the U.S. Its Amount and Distribution, i, 85. 

It must be remembered that all such comparisons are highly arbi- 
trary. In addition to the difficulties referred to above, a further com- 
plication arises from the inequality of purchasing power of money in- 
side of the countries, which cannot be equalized by the aid of nominal 
par value of money units. 
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this difference, as the internal purchasing power of the 
ruble dropped more than the value of the dollar. On 
the other hand, the Russian estimate of the national 
income, as we have seen, does not include some private 
incomes included in the American figure. In 1926 the 
nominal per capita income in both countries was ap- 
proximately estimated at 770 and 72 current dollars, or 
453 and 39 in pre-war dollars.” It must be remembered 


TABLE 3 

Per capita income 

Countries Year in current dollars 
United States 1914 335 
we ° 1923 689 
Soviet Union 1913 52 
- . 1923-24 46 
Australia 1915 263 
United Kingdom 1914 243 
Canada 1914 195 
France 1914 185 
Germany 1914 146 
Italy 1914 112 
Austria-Hungary 1914 102 
Spain 1914 54 
Japan 1914 29 


that, in a comparison of the welfare of entire nations, 
the difference in the figures has a far larger significance 
than in a comparison of private incomes. If two families 
receive 112 and 2438 dollars per capita a year, there is no 
sufficient reason to put them in different economic 
groups; but on the national scale, the same figures 
measured in 1914 the difference in the welfare and stand- 

7. The per capita incomes in current dollars are taken for the United 
States from the News Bulletin, and for the Soviet Union from Control 
figures of the National Economy for 1926-1927, published by State 


Plan Commission, Moscow, 1927. The purchasing power of pre-war 
money is assumed to be 1.7 for the United States and nearly 1.9 for 


the Soviet Union. 
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ard of life of an average Italian and an average English- 
man. 

The national income of the Soviet Union has in- 
creased since 1923-24. A preliminary estimate for 
1924-25, made by approximately the same method as 
for 1923-24, shows an increase of national income of 
about 11,5 per cent, measured in 1923-24 rubles. In 
1925-26 a good crop promised a further rise of 30 per 
cent. Such rapid growth is due in large degree to the 
so-called ‘‘reconstructive process’ of the Russian com- 
monwealth. So long as abandoned arable lands and in- 
dustrial plants are still available, increase in production 
and national income may under favorable conditions be 
very rapid. This was true in the United States after 
the economic depression of 1921, when national income 
jumped from 50,600,000,000 to 63,000,000,000 of dollars 
of equalized purchasing power, or 23 per cent, in one 
year. In normal times, or after the close of a ‘‘recon- 
structive process,”’ the rate of increase is much slower. 
From 1918 to 1919, for example, the income of the 
United States increased 4 per cent; from 1919 to 1920 
it remained stationary; from 1922 to 1923 it rose 11 per 
cent, and in the last three years about 3.5 per cent per 
annum. In the Soviet Union, similarly, the rate of in- 
crease is becoming slower as the reconstruction of the 
national economy after the first period of revolution 
nears its end, as the abandoned areas are brought under 
cultivation again, and as old industrial plants are re- 
stored to full operation. The most optimistic estimates 
for 1926-27 do not put the increase of national income 
for this year at more than 10 per cent.® 


8. Control figures of the National Economy for 1926-1927, p. 215. 
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V 


Turning now to what may be called the social struc- 
ture of the national income, the first question which 
arises concerns the proportions of national income cre- 
ated by state and private enterprise. In most capital- 
istic countries such a question is of no practical interest; 
but in the Soviet Union, where the state is an entre- 
preneur in every branch of production, even theaters 
and movies, the relation between the two assumes much 
importance. The method of calculation of national in- 
come makes it possible to separate state and private 
activities by value of the gross product and of the mar- 
keted portion of it, tho not by income. The figures of 
Table 4 give an idea of the comparative weight of the 
two sets of activity in gross product. 


TABLE 4 

State and Private 

Codperative Enter- 
Activities Enterprises prises Total 

Per cent Per cent 
Agriculture 4.1 95.9 100.0 
Small Industry 21.2 78.8 100.0 
Large Industry 93.6 6.4 100.0 
Transport (Mechanical) 100.0 “ie 100.0 
For the group 35.4 64.6 100.0 


Agriculture and small industries are dominated by 
private enterprise; large-scale industries, railroads, and 
shipping are nearly all in the hands of the state. 

Agriculture is carried on by 24,000,000 independent 
peasant farms, while the state is managing most of the 
forests and runs a small number of big farms. The over- 
whelming preponderance of agricultural products is 
grown on the small farms in the hands of the 110,000,000 
rural population. About three fourths of the small in- 
dustries are located in the villages, being mainly an 
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auxiliary occupation of peasant families which do not 
possess enough land to get their living out of it. Strictly 
speaking, their output is an inseparable part of peasant 
production. It is their large number, rather than their 
intrinsic importance in industry as a whole, that makes 
their aggregate gross production so much larger than 
that of the relatively few state enterprises of the smaller 
sort. 

In large-scale industries and transport the réles of 
state and private initiative are sharply reversed. Only 
6.4 per cent of the total value of industrial goods is 
manufactured by the medium-sized plants leased by 
the state to private persons. The entire balance is in 
the hands of the state. All mechanical means of com- 
munication — railroads, ships, street-cars, and auto- 
mobiles — are owned by the state. 

Of the aggregate production of agriculture, indus- 
tries, and transports together, state enterprises account 
for approximately one third; private enterprises, two 
thirds. 

This refers, however, only to gross production. If we 
look instead at that portion of the output which is 
marketed, the réle of the state becomes even more im- 
portant. Industrial goods, especially the products of 
large-scale industry, and transportation services, are 
practically all marketed; but in agriculture a very large 
part of the product passes directly from production to 
consumption. 

Omitting this part of agricultural product from the 
above figures, the state’s share in activity rises to 57.6 
per cent of the total. It must be remembered too that 
the state exercises strong control over the prices and 
movements of private merchandise, and that regulation 
of the private market is growing constantly. For in- 
stance, in 1925-26 it was estimated that no less than 
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60 per cent of the peasants’ production for market was 
handled by the state trading agencies at prices fixed by 
the state. Thus a good deal of the enterprise classed as 
private is in reality only quasi-private. 


VI 


Distribution of the national income may be viewed 
from two angles. It may be regarded either as a distri- 
bution of the total income among separate categories 
of the population classified by type of income received, 
or as a distribution of the same national income between 
groups of population differing as to the size of the in- 
come, regardless of the sources from which it was re- 
ceived. Estimates of national income by sources of 
production do not give the necessary data for either of 
these purposes, and other methods must be resorted to.° 

Bearing in mind the available statistical information, 
we divide the population of the U.S.S.R. into five 
fundamental groups: (1) peasant population receiving 
its income chiefly from agriculture, tho partly also from 
small household industry; (2) workers and employees 
living almost exclusively on wages received from state, 
codperative, and private enterprises; (3) town artisans 
and members of the liberal professions receiving their 
income in return for personal services; (4) tradesmen 
and industrials enjoying ‘‘non-labor income”’; (5) other 
groups of town and city population, with various sources 
of income (army, pensioners, servants, students, and 
so forth). 

Table 5 (page 86) gives the population and incomes 
of these groups. Income includes not only money but 
also goods received in kind. 


9. The following figures are taken from the author’s essay, National 
Income of U.S. 8. R., Moscow, 1925, and from an article by him in the 
periodical Messenger of Finance, No. 2, 1926. 
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TABLE 5 
Tora. Income 
(1923-24) Per 
No. of Millions Percent- Capita 
Occupations Individuals of age of the income 
(thousands) rubles total in Rubles 
1. Peasants 110,400 6883 57.1 62.3 
2. Workers and employees 14,419 2707 22.5 187.7 
3. Artisans and members of lib- 
eral professions 2,145 484 4.0 225.6 
4. Tradesmen and members of 
other bourgeois groups 4,208 1309 10.9 311.1 
5. Other town and city popu- 
lation 2,959 669 5.5 226.1 
For the group 134,131 12,052 100.0 989.9 


In aggregate income the peasants are far in the lead, 
with over 60 per cent of the total. Workmen and em- 
ployees follow at a long interval, with between a fifth 
and a quarter of the total; while the other groups are 
again far behind. But average welfare, as measured by 
the per capita figures, is very differently distributed. 
There is a sharp distinction between the rural and the 
urban classes, the average income of the former being 
less than one third of that of the least prosperous of the 
latter. As between the town people, the differences are 
not so great; and even the highest group, those engaged 
in mercantile business and other bourgeoisie occupa- 
tions, stand only about 66 per cent above town work- 
men and employees. 

The contrast with the United States in this respect is 
very marked and gives striking illustration of the influ- 
ence of the new social order in Russia. Because of dif- 
ferences in methods of compilation it is impossible to 
make comparisons between the two countries on the 
basis of the five-fold grouping of the above table. A 
three-fold classification is, therefore, substituted in the 
following table.' 


1. The income figures for the United States are compiled from 
National Wealth and Income, Senate Document No. 126. The total 
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TABLE 6 
te Per Capita 
Population: neome Income 
2 Per Millions Per Per cent of 
Occupations Thou- cent of of centof Dol- average 
and income sands total dollars total lars income 
1, Farmer income _ 26,864 24.1 8301 11.9 309 49.3 
z 8 {2 Wages and salaries 75,353 67.6 38196 54.7 507 80.9 
“a 2/3. Income from property and 
ba | business enterprises 9,252 8.3 23346 33.4 2523 402.4 
For the group 111,469 100.0 69843 100.0 627 100.0 
/1. Peasants 110,400 82.4 3530 = 47.1 32 69.3 - 
+» q|2. Workers, employees, and 
$8 . other salaried people 17,378 12.9 1731 28.0 100 215.8 
e lesmen, artisans, an 
& |" other bourgeois groups 6353 4.7 919 149 145 313.9 
For the group 134,131 100.0 6180 100.0 46 100.0 


In the United States wages and salaries dominate, 
supporting more than two thirds of the population and 
yielding nearly 55 per cent national income. In the 
Soviet Union this source accounts for only 28 per cent 
of the national income and only 13 per cent of the popu- 
lation. Similarly, income from property and business 
enterprises is far more important in the United States 
than in Russia, in about the same proportion as that 
just noted in regard to wages and salaries. In agricul- 
tural incomes the positions are strikingly reversed. In 
short, the contrast is of the sort that might be expected 
between an agricultural country and one largely in- 
dustrial. 

The really significant differences, however, are those 
in the social structure of two countries revealed by the 
per capita figures. The per capita income from agri- 
culture in both countries is- lower than the average in- 
come of all classes, but in Russia it is considerably 
higher, in relation to other incomes, than in the United 
States. Income from property and business enterprise 


figure of population is taken from the preliminary estimates of the 
National Bureau of Economic Research in the News Bulletin No. 17. 
These estimates showed only slight change in the proportion of different 
strata of population to each other from 1920 to 1922. Accordingly, in 
order to divide the population of 1923 into the three classes mentioned 
in the text, the coefficients from Income in the Various States, by W. 
King and M. Leven, pp. 21-24 and 253, were used. 
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naturally occupies first place in both, with a rather 
higher relative position, however, in the United States. 
Yet there are minor differences in comparative position; 
the most striking contrast is in wages and salaries. In 
the United States they stand below the general average 
for the whole (by 19 per cent), while in Russia they are 
considerably more than double the general average. 

Some interesting conclusions emerge. There is on the 
whole greater uniformity between class and class in 
Russia than in the United States; yet in spite of this, 
the gap between the farmer and the mean wage-earner 
is considerably larger in Russia. On the other hand the 
distance between the wage-earner on the one hand, and 
the capitalist and entrepreneur on the other, is much 
more marked in the United States. 


Vil 


We may turn now to the distribution of incomes ac- 
cording to their size, regardless of the sources from which 
they come. 

The Soviet Union has no income censuses, and the 
best available data on the distribution of incomes refer, 
as in other countries, only to the more wealthy strata 
of the population — those who pay income taxes. These 
taxes in Russia do not apply to the peasant population, 
and among the town population are paid only by those 
who have a semi-annual income in excess of 300 to 500 
rubles, varying in different geographical belts. 

In order to learn anything of the size and distribution 
of peasant incomes, we must rely on indirect evidence 
such, for instance, as the area of land which the peasant 
sows. Data on this point appear in Table 7.” 


2. Compiled from the statistical abstract, the National Economy of 
U.S. 5S. R. in figures; Year 2d, Moscow, 1925. 
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Nearly three quarters of all farms have less than 4 
dessiatines under crop, and belong in the smallest cate- 
gory of enterprises, even according to Russian stand- 
ards. Even the higher groups are not much better off 
than the lower, because of the increasing size of families 
as we go up the scale. On the other hand, the income of 
the lower groups is augmented through household in- 
dustries and other non-agricultural pursuits. Hence 
the difference in level of welfare between separate 
groups of peasants is less than appears from the table. 


TABLE 7 
Percentage of Average area 
Groups of farms the total sown per Average size 
by area sown number arm of the 
of farms (dessiatines) family 
Less than 1 dessiatine 18.0 0.5 3.6 
13 ft 2 - 23.4 1.6 4.4 
a2 °* 3 - 19.6 2.6 5.0 
a. = 4 ” 13.2 3.6 5.6 
41 6 ss 13.8 5.0 6.2 
ee -* 8 - 5.8 y | 6.8 
| ie . 2.7 9.1 7.2 
mi * 2.6 12.4 7.6 
Over 16 . 0.9 21.8 8.5 
For the group 100.0 3.3 5.1 


According to an investigation of peasant-farm budgets, 
the per capita income of well-to-do peasants having 
more than 8 dessiatines of land is only 63 per cent larger 
than that of members of the lowest group. Besides, the 
average income of the peasant population is less than 
the minimum income-tax exemption in the towns; so 
that, even if the peasants were technically liable to the 
income tax, the practical result would be almost nil, for 
the greater part of them would still be exempt. Thus 
the statistics of income taxation, tho they do not cover 
rural: incomes, nevertheless include practically all the 
incomes of the entire country which are above the ex- 
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empted minimum. Data for the first half of 1924-25 are 
compiled in Table 8.’ 

There is marked concentration in the lower groups. 
Persons with incomes up to 800 rubles make up nearly 
66 per cent of all the taxpayers and account for over 
39 per cent of the aggregate income. Adding the next 
two groups (up to 1200 rubles) brings in 86.5 per cent 





TABLE 8 
Number of Amount of Income 
Classes of Taxpayers (for a half-year) 
Half- year Income Thousands Percentage Thousands Percentage 
of persons of total of rubles of total 
From minimum exemption 
up to 500 rbs. 116.5 24.2 46,985 10.6 
500— 600 “ 111.2 23.3 63,234 14.3 
600— 800 “ 87.8 18.3 62,665 14.2 
800-1000 “ 57.5 12.0 52,480 11.9 
1000-1200 “ 41.4 8.7 46,561 10.5 
1200-1600 “ 26.1 5.4 37,057 8.4 
1600-2000 “ 14.0 2.9 25,617 5.8 
2000-2500 “ 8.3 1.7 18,942 4.3 
2500-3000 “ 5.2 1.1 14,556 3.3 
3000-3500 “ 2.5 0.5 8,376 1.9 
3500-4000 “ 2.1 0.4 7,998 1.8 
4000-4500 “ 1.3 0.3 5,868 1.3 
4500-5000 “ 0.9 0.2 4,652 1.1 
5000-6000 “ 1.2 0.3 6,784 1.5 
6000-7000 “ 06 O01 4,203 09 
7000-8000 “ 0.4 0.1 3,611 0.8 
Over 8000 “ 1.6 0.3 33,005 7.4 
Totals 478.6 100.0 442,594 100.0 


of all taxpayers and covers 61.5 per cent of the whole 
income. At the other end of the scale the figures are 
extremely small, both as to the number of payers and 
as to their total income. For example, the last three 
groups (all above 6000 rubles) include only one half of 

3. Compiled from the Explanatory Notes to the State Budget of 


U.S. 5S. R. for 1925-26 (Moscow, 1926), p. 491. The Russian income 
tax is paid twice a year. 
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one per cent of the taxpayers and a little over 9 per 
cent of the aggregate income. 

Comparison with the United States is again illumi- 
nating. Here the statistics include only incomes of one 
thousand dollars or more and are, therefore, comparable 
with the Russian only above that level.‘ 








TABLE 9 

Classes by Number of tax- Number of tax- 

yearly Income payers in the payers in the Ratio 
(in dollars) United States Soviet Union 

1000-2000 2,413,900 81,500 30 to 1 
2000-3000 2,113,000 13,500 156 to 1 
3000-4000 1,181,200 4,600 257 to 1 
4000-5000 619,700 2,100 295 to 1 
5000-6000 155,700 1,200 130 to 1 
6000-7000 107,700 600 179 to 1 
7000-8000 76,100 400 190 to 1 
Over 8000 357,000 1,600 223 to 1 
Totals 7,024,300 105,500 67 to 1 





In the United States the number of returns from 
$1,000 up was 7,024,000; in Russia, 105,500. In the 
former, there was one income of over $1,000 in 1924 for 
every 15 persons in the population of the country; in 
the latter, one for every 1,276 persons. Differentiation 
as between various levels of income presents striking 
contrasts. In the group from $1,000 to $2,000 there 
were only thirty times as many individuals in the 
United States as in Russia; but in the higher groups, 
several hundred times as many. 

The greatest differences are found in the middle in- 
comes, from $3,000 to $5,000. Then the ratio declines 

4. The figures for the United States are from the publication of 
Treasury Department. Statistics of income from returns of net income 
for 1924 (Washington, 1926), pp. 107-108. The par value of dollar and 
ruble, for the sake of simplicity of calculation, is assumed in this table 


to be $1: = 2 rubles. It must be remembered that the figures of table 9 
are for the whole year, while the figures of table 8 are semi-annual. 





Se 
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until incomes of over $8,000 are reached, when it jumps 
again to over 200. Here is an illustration of a well- 
known peculiarity in the distribution of the Russian 
national income: the relative absence of medium in- 
comes. Before the war, even in so small a country as 
Prussia the number of incomes of more than 1,000 
rubles was 60 per cent higher than in Russia, while in- 
comes of over 5,000 rubles were almost equally numer- 
ous in the two countries; the difference being due to the 
preponderance in Prussia of a middle class with incomes 
of from 1,000 to 2,000 rubles. 

The revolution diminished the number of medium 
incomes in Russia and reduced the large ones to a mini- 
mum. In 1910 plans were under way for the introduc- 
tion of income taxation, and for that purpose data were 
collected as to the size and distribution of incomes of 
over 1,000 rubles a year. A comparison of these figures 
with those of 1923-24 shows the changes which have 
taken place. 











TasB_eE 10 
1910 1923-24 

Classes of income Number Percentage Number Pereentage 
of returns of total of returns of total 
1000- 2000 rubles 396,500 56.9 256,500 70.8 
2000—- 5000 “ 216,100 31.0 89,800 24.8 
5000-10000 “ 52,000 7.5 12,000 3.3 
Over 10000 “ 32,100 4.6 3,800 Ea 
Totals 696,700 100.0 362,100 100.0 


The total number of incomes over 1,000 rubles a year 
has decreased by nearly half. The larger the incomes, 
the greater the change. Incomes over 10,000 rubles, for 
example, have dropped to less than one eighth of their 
former number; and the real difference is even greater 


5. Materials for Income Tax, The Finance Committee of the State 
Douma, No. 127, p. 32. 
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than the bare data indicate, for the purchasing power 
of the ruble in 1924 was only about 60 per cent of that 
of 1910. With correction for this factor, incomes of ten 
thousand rubles were fifteen times as numerous in 1910 
as in 1924. 

To all this must be added the fact that the present 
large incomes differ greatly in quality from the earlier 
ones. They are not from capital accumulations, as in 
the case of the old large estates, or even a permanent 
money-flow from newly accumulated sources of wealth. 
They are rather of the nature of quick and evanescent 
mercantile profits under the circumstances of an un- 
stable economic condition. The general policy of the 
Soviet State is to suppress incomes of this size by regu- 
lation or heavy taxation. In 1924, for example, the in- 
come tax alone, without taking any other kinds of taxa- 
tion into consideration, took nearly one fourth of the 
total of all incomes from 8,000 rubles up. Tax reform 
of 1926 makes the burden of taxation on the higher in- 
comes even heavier. 

The ideal of income distribution in the Soviet Union 
is the elimination of extremes. To realize it, small in- 
comes, and especially manual workers’ wages, are pro- 
tected, and larger incomes of every kind are subject to 
heavy pressure. From this equalizing policy develop 
characteristic production problems, for the absence of 
large private incomes and property accumulations forces 
the state to look for other sources of real capital. 1t is 
in this connection that a long careful analysis of the 
growth, social structure, and distribution of the national 
income of the country is of vital significance in the prob- 


lems of Soviet economics. 
L. N. LirosHENKO 
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SUMMARY 


Classification of property for taxation needs to be extended to land, 
95.— Land value exceeds capitalization of economic rent, 96.—How 
tax on market value of land promotes wasteful utilization, 98. — What 
is the remedy? The Single Tax Solution, the Socialist Solution, 101. 
—The income tax, 103.— The European cadastral method of taxing 
land, 104.—A modification of the European method proposed, 107. — 
Benefits illustrated from subdivision land, 109. — A classified land tax 
and city planning, 112.— Desirability of an increment tax, 115. 


Critics have proved to the satisfaction of everyone 
but the taxpayer and the legislator that the general 
property tax is defective theoretically as well as prac- 
tically. It is impossible in practice and wrong in theory 
to tax intangibles at the same rate as tangibles, and tan- 
gibles at the same rate as real estate. The attempt to 
do so merely leads to the progressive disappearance of 
personalty from the tax rolls. ‘‘Similar treatment of 
things essentially dissimilar produces inequality not 
equality.”” Everywhere the general property tax has 
broken down. 

With the break-down of the general property tax two 
remedies have been proposed. One is to exempt per- 
sonalty and to introduce in its stead a moderate state 
income tax. Another is to classify property and to sub- 
ject the different classes to different rates. Intangible 
personalty would bear the lowest rate, tangible person- 
alty a somewhat higher rate, and real estate the highest 
rates. In either case real estate would remain liable to 
the prevailing high rates. 

While these remedies are preferable to the existing 
system, they continue for land taxation the defect in- 


94 
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herent in the general property tax. They propose a rule 
of uniformity where there is no uniformity. They as- 
sume that land is land, whether it be agricultural land 
or residential land, forest land or mineral land. As a 
matter of fact there is as much need for distinguishing 
between different kinds of land as between land and 
personalty. This need is not due to the administrative 
impossibility of taxing different types of land at the 
same rate, but to considerations of public policy. The 
very fact that the rule of uniformity can be enforced 
successfully is what makes the general property tax 
detrimental to wise land utilization. The uniform rule 
cannot be and should not be applied to tangibles and 
intangibles; it can be applied to land, but should not be. 

Our defective method of taxing land is not solely re- 
sponsible, of course, for bad land utilization; but it can 
be shown to be an obstacle to wise land utilization. 

In order to show that the general property tax is an 
obstacle to wise land utilization, it is necessary to recall 
the principles underlying land valuation. Land like any 
other economic good is valuable because it is useful and 
scarce. Since it is useful, there is a demand for it. The 
intensity of this demand is determined by the value of 
the services which it renders. Some land, however, is 
so barren or so badly situated that its services have no 
value. Other lands grade up insensibly from these 
worthless lands, until in the heart of New York City 
we find lands which are worth hundreds of dollars per 
square foot. We must, therefore, modify our earlier 
statement. Land as such is not scarce; it is only the 
superior grades of land that are scarce. And the greater 
the superiority, the greater the value of the services. 
Furthermore, a given piece of land will presumably 
yield these same services year after year. In a static 
state these services would presumably be identical in 
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kind and in value year in, year out. Hence the valuation 
of such land would be simple. It would consist of capi- 
talizing present income. Present value would equal 
present income divided by the current rate of interest. 
Expressed algebraically: 


2 
" ¥ 


where V is the present value of the land, a is the net 
value of the services of the present year, and r is the 
current rate of interest. 

But in this changing world the services of land are 
not identical either in kind or in value throughout all 
time. The services themselves change from time to 
time, and even while land remains in the same use, the 
value of the services changes. It follows that in a chang- 
ing world the present value of any piece of land is the 
sum of a changing series. If the value of these annual 
services is tending downward, the present value of the 
land will be less than the capitalization of the value of 
this year’s services. If, on the other hand, the value 
of these services is tending upward, the present value 
will be greater. We may express the situation algebra- 
ically by saying that 


a ) 
vert a 


where 7 equals the average annual anticipated increase 
or decrease in the value of the annual services over 
those of the base year." 

In the United States, with but brief interludes, the 
value of the annual services of any given piece of land 
has tended steadily upward. Hence the value of the 
land has tended as steadily to be above the capitaliza- 


1. C. R. Chambers, Relation of Land Income to Land Value (U. S. 
Dept. of Agriculture Bulletin No. 1224), p. 29. 
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tion of its present income. The owner of such land must 
therefore content himself, at any given time, with a 
lower return than he could secure if he were to sell his 
land and put the proceeds in an investment of like 
security. He expects to be recouped in the long run by 
the subsequent rise in the value of the services of the 
land and hence in the value of the land itself. There is, 
nevertheless, a perpetual temptation here, for the man 
with small waiting power, to sell his land and enjoy the 
immediately higher return on his money invested in 
the land. This temptation is very much increased if 
the taxes which he must pay are based, not on the value 
of this year’s services of the land, but upon the present 
value of all the future services of the land; in other 
words, if the tax is levied on land value instead of land 
income. And this is precisely the defect of our general 
property tax. 

This defect can best be illustrated by an example. 
Let us take a hypothetical fifty acres of fertile land 
twenty miles west of, say, Detroit’s present city limits. 
Its owner, Mr. Brown, in the prime of life and the best 
of health, has always farmed and enjoys farming. His 
total investment in the farm, including purchase price, 
is $14,000. This investment had proved very profitable 
indeed, thanks to the growth of a good market in De- 
troit for fruits, dairy products and green vegetables. 
In 1924 it netted Mr. Brown $6,500 after paying taxes. 
Mr. Brown liked farming and was so well satisfied that 
he refused an offer of $250,000 for his place, even tho 
this sum represented a sure income of $10,000 if in- 
vested in 4 per cent tax-exempt bonds. His neighbor, 
however, accepted a similar offer. As a result of this 
sale assessments were marked up in the vicinity and 
taxes advanced. For 1925 Mr. Brown’s tax was in- 
creased by $1500 and his income fell by the same 
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amount. When, therefore, the real estate operator 
offered him $225,000, — $25,000 less than the year be- 
fore, precisely because of this very increase in taxes, — 
Mr. Brown was glad to accept. He preferred leisure 
and a certain $9,000 income to the hazards of farming 
under increasing taxes. 

Mr. Brown’s case is not exceptional, as the abandoned 
farms around Detroit eloquently testify. Between 1920 
and 1925, 177,000 acres of land in the three counties 
around Detroit passed out of agricultural use,? and as 
many more, it is safe to say, are in the process of aban- 
donment. But 177,000 acres can house 3,500,000 peo- 
ple. (This is figured on the conservative assumption of 
five lots to an acre, and four persons to a family as an 
average for residential subdivision purposes.) This is 
about three times the present population of Detroit. 
That the shift in land utilization is premature is evident; 
that it involves huge social waste is equally evident; 
that our method of taxing land is in part responsible for 
this waste, is not so generally understood. 

Land in the vicinity of a growing city was chosen to 
illustrate the point. Other classes of land might have 
been taken equally well. Take forest land for an ex- 
ample. Reasonable forestry is impossible under the 
general property tax. It makes it uneconomical to 
limit the cut to the rate of the annual growth, in the 
case of a mature stand, and reforestation of cut-over 
land is out of the question. Here, even more than in the 
first example, present value is too far out of line with the 
income obtainable from reasonable cutting. Or again, 
mineral land. The general property tax, where strictly 
applied, promotes wasteful exploitation of limited natu- 
ral resources. No mine owner can afford to hold back 
minerals for a more favorable market if he is taxed 

2. U.S. Census of Agriculture: 1925. Michigan Statistics by Counties. 
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annually both on the present value of the land and the 
present value of the mineral. In the case of urban land, 
the general property tax forces the premature destruc- 
tion of a section for one use before it is really needed for 
a new and higher use. Thus the probability that a resi- 
dential section will ultimately shift over into high-class 
business use, for example, gives it a speculative value 
and subjects it to a tax too heavy for its present use. 
The residents of the section move away and fine single- 
family homes are converted into boarding houses or ten- 
ements, for which they are utterly unfit. Everywhere 
then there is waste. Either the tax promotes the ruth- 
less exploitation of limited or slowly growing resources, 
or it forces land marginal between two uses out of 
one use before the community needs it in the second 
use. 

The wastes in land utilization are generally admitted. 
The explanation here offered, however, will hardly gain 
the same general acceptance... It will be argued, for ex- 
ample, that an exclusive increase in the tax on land is 
capitalized and reduces pro tanto its selling price, and 
that thereafter the future utilization of land can be in 
no wise affected by the tax as such. If farming still 
remains the most profitable present use for the land, it 
will remain in farming. Similarly, if residential use is 
the best present use for the land in an urban district, 
it will remain in that use. True, the man of small 
means may be forced to sell out, but the purchaser who 
has paid less for the land by the capitalized amount of 
the tax increase, does not feel the added tax, which, 
consequently, cannot in any way influence his decision. 
The admitted wastes in land utilization, therefore, are 
due to bad decisions, and not to high taxes — to exag- 
gerated optimism regarding the future, and not to in- 
creased burdens in the present. Hence it follows that the 
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remedy lies either in the education of land owners, or in 
greater public control, or in both. 

The statement of incidence behind this argument is 
true. But there is, nevertheless, a fallacy, which con- 
sists in the assumption that it is a matter of indifference 
who owns the land. If, however, it can be shown that 
our method of taxing land promotes a socially unfortu- 
nate redistribution of land ownership, then it may still 
be asserted that taxation is in part responsible. 

The effect of land-value taxation on land ownership 
needs statistical investigation. There are strong a priori 
grounds, however, for believing that it tends to the 
concentration of land ownership in the hands of a 
wealthy speculative class.* This concentration will nat- 
urally vary directly with the importance which future 
estimates play in present values. It will be greatest in 
those marginal areas over which the shadow of a differ- 
ent and higher use has fallen. In these areas present 
incomes are most out of line with present values. And 
with taxes on present values the owner-users, who are 
dependent on present income for their living, are forced 
out. The land drifts into the hands of, economically 
speaking, absentee owners — speculative owners. 

If the land is to be used as wisely after this change in 
ownership as before, the new owners must lease it. 
The assumption underlying the argument here criticized 
is that, so far as wise land utilization is concerned, ten- 
ant-occupied land is just the same as owner-occupied 
land. But generally this is not so. In the case of agri- 
cultural land, for example, the speculative owner will 
have a hard time finding satisfactory tenants. Most of 
the old owners will get out after selling out. It is not a 


3. Chambers, in his study already referred to, has shown that tenancy 
is greatest in those agricultural areas in which land incomes have in- 
creased most rapidly over a recent past and in which land values are 
most out of line with present incomes. 
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matter of indifference to them whether they own their 
farms or lease them. Moreover, since the new owner 
looks for a new and higher use at no distant date, he is 
hardly likely to offer sufficient security of tenure to 
attract as tenants others who would like to farm con- 
servatively.‘ If he leases at all, it will be to poor farmers 
who will practice predatory methods of cultivation. 
This is probably one reason for the run-down appear- 
ance of so many farms in the neighborhood of a growing 
American city. 

But there is another reason why the speculative 
owner is more likely to abuse the land than were the 
previous occupying owners. His point of view is very 
different. He is more interested in quick turns and 
profits, even tho society and the individual both lose 
heavily thereby. He is likely to be skilled in the arts of 
salesmanship, cunning in persuading the small specu- 
lator to take a flyer in some premature venture. But 
for the tax, then, the natural tendency would be for 
ownership to remain in the hands of those whose inter- 
ests are most closely in harmony with social interests. 
Because of the tax the community invites and promotes 
abuses in land utilization. 

What is the remedy for this situation? The Single 
Taxer assures us that the private receipt of rent is the 
cause and that the remedy is to tax it away. This 
remedy is too simple, quite aside from the injustice to 
one class in society who acquired title to the land with 
the consent and approval of the whole group. But more 
than that, it presupposes that we can deprive land 
owners of one of the things that make land ownership 

4, It may be argued that it is the prospect of a radical change in land 
use that introduces the uncertainty of tenure. This is true, but the 
change in ownership introduces a new and still more upsetting element, 


and dur tax system should be designed to decrease rather than increase 
this uncertainty. 
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desirable, yet continue to secure from them a socially 
wise direction of our land resources. The truth is that, 
if society takes away the entire economic rent, it must 
introduce pari passu social control of land utilization. 
The single tax, or a drastic increment tax, without 
social control will only accentuate the wastes mentioned 
above. The socialist is more consistent. He too would 
take for society land income, but would at the same 
time, and very properly, place upon society the respon- 
sibility for directing land utilization. The skeptic 
doubts, however, whether the bureaucrat in his wisdom 
could make a better job of it than have individuals in 
the search for their own advantage. 

Opponents of the single tax and of socialism, while 
rejecting land nationalization, are more and more recog- 
nizing that some degree of social control is necessary. 
Public ownership of forest land, for example, has wide 
support among conservative upholders of private prop- 
erty, and the need of some public regulation of private 
forest lands is generally admitted. Similarly, zoning and 
city planning, which have made such extraordinary 
strides in the United States since the war, are a recog- 
nition of the urgent need of public control of urban 
land utilization. England’s recent and disastrous coal 
strike is probably the prelude to a drastic curtailment 
of the rights of property owners over that nation’s fuel 
resources. Public development of water-power sites in 
Germany, not to mention the fight between Governor 
Smith of New York and the Republican legislature, 
shows that the ownership at least of water-power re- 
sources has found wide acceptance. The well-known at- 
titude of English labor and a recent report of the English 
Liberal Land Committee > reveal dissatisfaction with 
the workings of private property even in agricultural 
5. The Land and the Nation. London, 1925. 
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land. Michael Hainisch, President of Austria, and an 
eminent agricultural economist as well, declares indeed 
that reliance on the economic motive as necessarily 
leads to predatory cultivation of agricultural land as to 
the denuding of forest land. The most casual glance 
at the world about us thus reveals a general dissatisfac- 
tion with the workings of uncontrolled self-interest as 
a means of promoting wise land utilization. Every- 
where we find some degree of public control urged and 
recognized. 

It is here proposed to discuss only one phase of the 
question of control: how our system of taxing land may 
be made to harmonize with wise land planning rather 
than to complicate it. 

At first glance the income tax would seem to be the 
remedy. It would fall on actual present income, and not 
on future and higher incomes until received. In this 
respect it is unquestionably superior to the general 
property tax. There are, however, serious objections to 
an income tax as the exclusive method of taxing land. 
In the first place, the revenues from land are too fluctu- 
ating to serve as a basis for local taxation. The services 
which the localities render property owners go on and 
cost money, whether income is earned or not. In the 
second place, income taxation tends unduly to encourage 
speculation in land. Land held idle would pay no tax, 
whereas under the general property tax it pays, and 
(very properly) pays heavily, tho no more heavily than 
if kept in its previous use. If land were taxed accord- 
ing to its potential present income rather than its actual 
income, these objections would lose force. 

What we are looking for, then, is a system of taxing 
land, not upon its market value, nor upon its actual 
current income, but upon the income which, under or- 

6. Die Landflucht, pp. v-vii. Jena, 1924. 
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dinary conditions, it may be expected to earn in the use 
to which it may reasonably be put. But in effect this 
is the principle underlying the method followed in con- 
tinental Europe — the cadastral method of taxing land. 
And since European land is used and not abused, it may 
reasonably be assumed that this method of taxing land 
is in harmony with wise land utilization. Consequently 
it deserves respectful examination for possible construc- 
tive suggestions for American reform. 

The Austrian land tax as it existed before the war 
was typical of the continental method of taxing land.’ 
Non-residential land was classified into eight classes as 
follows: crop land, meadow, market-garden or truck 
land, vineyard, pasture, mountain pasture, forest, and 
finally, lake, swamp, and marsh land. Any land not 
falling into one of these classes was either entirely ex- 
empt, or was known as Parifikationsland, and classed 
for tax purposes with the immediately adjacent land. 
Within each class provision was made for eight grades 
according to productivity. Thus there were 64 grades 
of land. Every acre of non-residential land in Austria 
was assigned to one or another of these classes and 
grades. And for every grade of land in every district 
there was an assumed average net income which an 
average owner might be expected to earn. He was taxed 
upon such an income, whether he derived more or less 
in any given year. The figures of average expected 
earnings were the result of thorough economic surveys 
of prices, costs, and yields, while the assignment of 
lands to their proper classes was made on the basis of 
an elaborate land inventory of all significant physio- 
graphic and economic factors. The results of the inven- 
tory were shown on detailed maps. The maps revealed 


7. See article by the writer in the Journal of Land and Public Utility, 
Economics, April, 1925, for description of this tax. 
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not merely exact metes and bounds of properties, but 
all the permanent characteristics of the land, such as 
roads, paths, streams, bridges, lakes, swamps, character 
of the soil and sub-soil, its ease of cultivation, moisture 
content, and other details. It took money and time to 
make these maps, but once made they could be kept 
up-to-date at little cost. The law provided for reassess- 
ment of assumed land income every fifteen years. Be- 
tween assessment periods lands were taxed according to 
the assumed incomes of their class and grade. Where 
an owner improved his land so as to bring it into a 
higher grade within its class, his tax was not increased 
until the next general revision. Similarly, if he changed 
his land over from a lower to a higher use, he was not 
liable to any increase in tax for eleven years. Thus 
improvements to land were rewarded, not penalized. 
Land could be taken out of forest utilization only after 
express permission had been obtained. An owner could 
be compelled to replant an area deforested without per- 
mission. 

Urban land was usually taxed according to its actual 
income and at a very much higher rate than agricultural 
and forest land. Land outside the city limits held idle 
for subdivision purposes was classed as Parifikations- 
land, and taxed as the adjacent agricultural land. Once 
sub-divided and improved, it was taxed according to 
its real income. 

This method of taxing land was in some ways superior 
to ours. It had no tendency to drive land out of agri- 
culture before it was needed for residential purposes. 
If anything, it put too great a premium on keeping it 
in agriculture. The result was that the city expanded 
outward too slowly. New land was taken in only after 
congestion within the city had reached undesirable pro- 
portions. That is one reason why three-and four-story 
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‘tenements are seen at the very boundaries of the Eu- 
ropean city. From the outside they give the city a 
fortress-like appearance, in striking contrast to Ameri- 
can cities, whose boundaries are only ascertainable 
from statutes. Agriculture flourishes under the very 
shadows of European cities, whereas in the United 
States one must pass through miles of half-settled coun- 
try before reaching really agricultural lands. The Euro- 
pean city draws a surprising proportion of its daily 
bread from its immediate environs, whereas our perish- 
able supplies come in fast refrigeration trains from the 
four corners of the country. If these distant lands were 
uniformly of greater fertility than the idle lands around 
our urban centers, there would be no objection to their 
abandonment, but there is no reason to believe that 
this is ordinarily the case. 

What we need is a compromise between the European 
and the American systems of taxing land. We need a 
system that will not, for example, penalize the keeping 
of land in agriculture nor yet treat with equal leniency 
lands held out of use for speculation. The system should, 
moreover, provide for periodic reclassification to prevent 
a lower use from strangling a higher use. Finally, the 
system should be based on values and not on income, 
because of our familiarity with and predilection for this 
method of taxation.* Such a compromise is easily de- 
vised. 

The valuation we are looking for is the capitalization 
of the current earnings which land of a given grade 
might be expected to yield. In other words, the valua- 
tion for tax purposes should be according to the formula 

v=", 
8. In states which have exempted personalty with the introduction 


of an income tax, the use of cadastral incomes instead of cadastral values 
might be preferable. 
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and not according to the formula 
vya%42. 
Ue 

Cadastral values rather than market values should be 
used; but only so long as land remained in a use which 
entitled it to this valuation. If it were taken out of one 
use and placed in another also provided for in the 
system, the valuation in the new use would naturally 
apply. If, however, land were taken out of one use and 
left idle to the detriment of society, it should immedi- 
ately be taxed according to its higher market value.® 

A prerequisite to such a system is an accurate land 
survey and a classification and mapping of all the lands 
of a state. This preliminary requirement is not an ob- 
jection to the system. On the contrary, it is an addi- 
tional recommendation. Students of conservation and 
students of taxation are at one in their demand for ac- 
curate land maps — maps not merely of exact metes 
and bounds of properties, but of physical, topographical 
and economic characteristics.! European countries have 
long had such cadastral maps. In the United States, 
Michigan is doing pioneer work in the inventorying of 
her idle cut-over lands. Seven counties have already 
been covered, at a cost of less than five cents an acre. 
The results are embodied in maps and diagrams. These 
maps show soil, slope, and drainage of land, its cover, 
and other factors indicative of its present and its proper 
use.? With them as a basis, and with prevailing market 
prices and operating costs, it would be a comparatively 
easy matter to figure out for a reasonable number of use 

9. It might be administratively simpler to substitute a distinctive 
class for idle lands, with an assumed income of double or triple that of 
the adjacent lands of its natural class. 

1. Such maps are of great legal significance as well. 


2. See P. J. Lovejoy, ““Theory and Practice in Land Classification ,”’ 
in Journal of Land and Public Utility Economics, April, 1925. 
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classes and fertility grades the money income which an 
average operator might earn in an average year with 
any given grade of land. This task of valuing land for 
tax purposes should be performed by technically quali- 
fied men appointed by state authority — the State Tax 
Commission, for example. Their work should very 
properly be subject to review by a board of equalization, 
representing the counties. 

It would then be the task of the locally elected asses- 
sors to assign every plot of land within their several 
districts to its proper class and grade, and to give it a 
value for tax purposes by capitalizing at an agreed rate 
of interest the income determined upon for lands of 
the several grades. In the event of a shifting of land 
between assessment periods into a higher use as meas- 
ured by assumed income, it would be well to postpone 
the higher tax liability for a reasonable number of years. 
Similarly, in the event of a shifting into a lower use, it 
would be advisable to postpone tax relief for a like 
period. Capital improvements which raise land from 
one grade into another within its class might well be 
disregarded until the next general reassessment. Land 
left idle for more than one year should be classified 
as speculation land and assessed at its much higher 
market value. Reassessment of land income and re- 
classification might very well be made once in ten years, 
to allow for changes in price, costs, marketing condi- 
tions, and prevailing uses. 

This method of assessing land seems complicated and 
radical. It is only radical in the sense that it is unfa- 
miliar to us. It is complicated, but not nearly as com- 
plicated as is our present method of assessing market 
value. It is much easier to determine the present net 
earnings of a given piece of land than it is to determine 
its present market value. The true consideration in 
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recent sales is difficult to ascertain, and when ascer- 
tained it is difficult to determine whether only reason- 
able economic motives actuated the two parties. But 
even where the sale appears to be acceptable for valua- 
tion purposes, there is grave danger that the parties 
themselves will have estimated the future trend badly. 
In a period of rapidly rising prices such as agriculture 
enjoyed from 1914 to 1920, there is a general tendency 
to over-optimism. A speculative market for land de- 
velops, and land prices soar to absurd heights. The 
same is even more true of land in the neighborhood of 
a rapidly growing city where there is a speculative sub- 
division market. 

The beneficial results of the change in the method of 
taxing land here recommended may be illustrated by 
reverting to the hypothetical Mr. Brown. While it can- 
not be definitely asserted that Mr. Brown’s farm would 
have remained in operation, it can be asserted that the 
prospects of its so remaining in operation would have 
been greatly increased. Thus the mere fact that the 
neighboring farm was sold for $250,000 would not have 
led to any increase in Mr. Brown’s tax with the conse- 
quent reduction of his income from $6,500 to $5,000. 
Mr. Brown might, therefore, have resisted the tempta- 
tion to sell as successfully in 1925 as in 1924. At any 
rate, the change in the tax system would certainly have 
forced the real estate dealer to bid considerably higher 
instead of lower for the land in 1925. This in itself 
would have had a discouraging effect upon prema- 
ture subdivision. Of course, if he bid high enough, the 
lure of an effortless income would finally have induced 
Mr. Brown to sell out. But even so, if the real estate 
operator’s plan called for holding the land for a few 
years before putting it on the subdivision market, the 
doubling, or even tripling, of the tax which he would 
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have to pay while so holding the land idle, would afford 
a considerably greater inducement tham at present for 
him to seek a satisfactory tenant. Thus he woud have, 
the land ready for his need, and at the same time society 
would be securing the services of the land. And in 
return the state would continue to assess the land at the 
old value, instead of its very much higher market value. 
Where, in spite of the tax, premature subdivision never- 
theless occurred, the new system would greatly hasten 
the return of land to its logical use. 

But indeed there is good reason to believe that this 
method of taxing land would exert a very real check on 
premature subdivision. This check would come about 
primarily through the increased price which subdividers 
would have to pay for land. They would find fewer 
farmers willing to sell, since, with taxes comparatively 
stationary, agricultural profits would be steadily increas- 
ing because of proximity to a growing market. The 
motive forstaying in farming would thus be strengthened 
instead of weakened. Moreover, farmers would know 
that, in addition to their growing profits from farming 
there would be the prospect of a considerable increment 
in land value. Under the combined influence of these 
two motives, the price of agricultural land might very 
well rise to such a level that the sub-divider could make 
only normal profits, instead of the 50 to 100 per cent 
which he expects, and all too often secures, at present. 

These enormous profits, so out of line with competi- 
tive returns, are facilitated by our existing system of 
taxation, which creates a wholesale supply market for 
real estate dealers. It enables them to buy raw land on 
terms that would permit of a low lot price. For a sub- 
division of a given character, $500, for example, might 
yield a normal profit. The lots are not worth any more 
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than this, because they will not be actually used for 
perhaps another ten years. Meanwhile interest and 
taxes will more than double the investment. Yet the 
final price cannot go above a certain maximum set by 
the average income of the class for which the subdivision 
is designed. A small speculator or investor who pays 
more than $500 is almost certain to lose if he reckons in 
taxes and interest, as he should. Frequently, however, 
he does not. His failure to do so enables the subdivider 
to sell his lots for $1000 instead of $500, thus taking for 
himself in advance the rewards for waiting and holding 
and paying taxes, while leaving the real waiting and 
holding and paying taxes to the little fellow. Thereby 
he makes his enormous profits and leaves the little fellow 
holding the bag. 

The reduction of subdivision profits to normal figures 
would rid the real estate profession of a host of unqual- 
ified and sometimes unprincipled operators. This in 
itself would greatly simplify the problem of public con- 
trol of the expansion of the city. It would likewise re- 
tard the expansion. It would not, however, stop it. 
Gradually land in the vicinity would pass over from 
agricultural to residential use. At the next assessment 
and reclassification period, land in Mr. Brown’s vicinity 
would very likely be classed as residential land and taxed 
accordingly. Thereafter the tax system wouid penalize 
agricultural utilization just as formerly it favored it. 
The result would be that the remaining farms in the 
newly classified residential section would pass over 
rapidly into the higher use. Here, then, and all along 
the line, the tendency would be, first to retard prema- 
ture shifts in land utilization, and then, when the new 
and higher need is really urgent, to hasten it. Huge 
social. wastes would thereby be avoided. 
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It may be objected that this method of taxing land 
would promote undesirable urban congestion by retard- 
ing the outward expansion of the city. What was said 
earlier about European cities would seem to support 
this objection. It must not be forgotten, however, that 
the periodic reclassification of land here proposed was 
absent in Europe. There was nothing in the Austrian 
land tax, for example, to compel land owners to sub- 
divide until they regarded the time as most advan- 
tageous to themselves. With the introduction of the 
principle of periodic reclassification, however, holders of 
land in the immediate outskirts of the city would have 
to reckon on a sharp increase in their tax burden a few 
years hence, due to the reclassification of their lands as 
residential. If they all held till then, the increased tax 
would tend to force all their holdings on the market 
simultaneously, with disastrous effect on prices. The 
prospect of reclassification then would tend to force 
upon the market land close in, while retarding it in the 
more distant areas where no change in classification 
was to be expected. As the period for reclassification 
approached, the probability is that the bulk of the lands 
close in would already have been subdivided and im- 
proved. It would only remain then for the central au- 
thority charged with the task of reclassification to ratify 
what private speculation had already decreed. There- 
upon the remaining agricultural lands in the new resi- 
dential area would pass over smoothly and quickly into 
residential use. 

A classified land tax is obviously not a universal 
solvent. In itself it would not guarantee wise land util- 
ization. If it worked well, it would be because the clas- 
sifying authority did its work wisely and well. The tax 
would, however, facilitate the work of the classifying 
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authority in two ways. In the first place, it would tend 
to keep land in the hands of those whose own interests 
are most in harmony with the public interests. In the 
second place, it could leave more scope to private initia- 
tive than is possible so long as our present method of 
taxing land prevails. The first of these benefits has been 
sufficiently discussed. The second has been hinted at, 
but may profitably be illustrated by a further example 
from urban land utilization. 

The rapidity with which a residential neighborhood 
deteriorates with the prospect of eventual business 
utilization has already been mentioned. This deterio- 
ration is due in part to the unwillingness of the pre- 
vious home-owners, who have sold out because of 
taxes, to remain there as tenants. Hence the new owners 
are forced to seek out persons who have no objections 
to tenancy. These tenants are for the most part poor 
persons whose incomes are too small and too precarious 
to permit them to realize the amenities of home owner- 
ship. Their intrusion reinforces the natural inclination 
of the former owners to move away. Another cause for 
the deterioration is the intrusion of undesirable busi- 
nesses and business structures into the district. 

As a result of this rapid deterioration more is fre- 
quently destroyed in building values than is covered by 
the rise in land values. Sometimes, indeed, the tem- 
porary use induced by high tax rates is so much lower 
that it more than offsets the effect of prospective higher 
income. Then both building values and land values fall. 
In time tax relief will be granted, but the damage has 
already been done. 

Zoning represents an effort to protect property owners 
from such losses. It proceeds by classification of the 
city into use districts. And for each use district the 
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zoning authority lays down structural and use limita- 
tions. From a strictly residential neighborhood, for ex- 
ample, stores and apartment houses may be barred, as 
well as factories and other obviously unsuitable struc- 
tures. The effort is made to protect the district not 
only from nuisances but also from uses that will enhance 
land values. There is a danger in this procedure. It 
may permanently shunt business expansion into less 
desirable channels. Tremendous foresight, responsi- 
bility, and flexibility are necessary if zoning, as practised 
in the United States, is not to bring in its wake unlooked 
for social costs. 

The writer does not for a moment contend that zoning 
is unnecessary, but merely that with a classified land 
tax the scope of zoning could be narrowed. It would 
not be necessary, for example, to exclude certain busi- 
ness uses, merely because they tend to enhance land 
values, providing that in other respects they are com- 
patible with residential use. The mingling of business 
and residential uses in European cities, where land is 
taxed on its income, supports this conclusion. The slow 
intrusion of business uses would safeguard the commu- 
nity from the danger of any serious warping of urban 
expansion out of the most desirable pattern, and at the 
same time afford the zoning authority valuable evidence 
regarding the time for reclassification of districts. As 
in the suburban area, its task would be that of ratifying 
what private speculation had already decreed. 

Several objections to the proposal to substitute a 
classified land tax immediately come to mind. One is 
that it would deprive the localities of revenues upon 
which they are dependent; another, that it would not 
prove elastic enough to meet the increased expenditures 
which we may confidently expect in the future. A third 
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objection is that it looks to a reduction of the burden 
on land, despite the fact that land income is largely 
unearned. 

These objections are not serious. In the first place, 
it is not proposed to reduce the present burden on land. 
There is no reason why it should be reduced, tho some 
readjustments could and should be made. It is true, 
however, that the classification of land for taxation does 
involve the placing of greater reliance on personalty in 
the future. But the experiences of states which have 
experimented with either the income tax or the classified 
property tax shows that the yield of these two taxes 
tends to increase in progressive communities. There is 
no reason, therefore, why the needs of all three units of 
government could not be met satisfactorily from either 
of these sources with proper administration and proper 
distribution of yield. 

There remains, however, the third objection, namely, 
that the burden on land should be increased rather than 
decreased, because of the large element of social surplus 
in land income. The change here recommended, it is 
true, would lighten the burden upon land in the future. 
At the same time it would guarantee more certainly 
than heretofore that present owners would enjoy the in- 
crease in land values that is to be expected. It appears 
then to be a scheme to guarantee to land owners normal 
returns at present, as well as an increase in the value 
of their investments. But if this increment is to go to 
individuals at all, it is certainly more desirable that the 
long-time owners should get it rather than the specu- 
lative middlemen who so often reap the increment at 
present. There is no reason, however, if the majority 
were so disposed, why a portion of the increment should 
not be carved out by the introduction of a special incre- 
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ment tax, due every time land changes hands. Indeed, 
its introduction would round out in a very desirable 
way the direct tax system of our States. The yield 
should properly go to the state, which could then turn 
over the land tax to the counties and lesser political 
units. In this way the ultimate burden on land need in 
no wise be lessened, but the payments would be so timed 
as not to interfere with wise land utilization. 


J. V. Van SICKLE. 


Untversity OF MICHIGAN. 











REVIEWS 


THE FEDERAL TRADE COMMISSION’S REPORT 
ON NATIONAL WEALTH AND INCOME! 


GOVERNMENT publications are seldom reviewed at length 
in economic journals; a neglect doubtless due to a number of 
factors other than their intrinsic importance. The more ag- 
gressive policy now followed by His Majesty’s Stationery 
Office, using display advertising and other artifices toward 
attracting attention from editors, is worth watching. We 
recognize the vital need of high ability in public posts, but 
do not so easily see that a powerful incentive can be supplied 
to civil servants by recognition in their professional or scien- 
tific circles. It is fit that attention be called to the economists 
who assisted in preparing the Commission’s report — Francis 
Walker, William H. England, G. P. Watkins, T. W. Mitchell, 
and J. T. Graves. 

The document under review, which estimates the amount 
and distribution of wealth and income in the United States 
from 1918-23 inclusive, is a welcome supplement to previous 
studies in the field, supplying as it does new materials as well 
as much sound analysis. While the mass of tables (224) is 
not entirely digested by the authors in the light of earlier 
researches, this deficiency in scholarship — such as it is — 
doubtless resulted from official pressure toward procuring 
quickly comprehensive statistics relevant to tax readjust- 
ments.? It is to be hoped that Congress, in setting the Trade 
Commission to work on this rather elaborate inquiry, did not 

1. 69th Congress, First Session. Senate Document No. 126. Na- 
tional Wealth and Income; a Report by the Federal Trade Commission 
in final response to Senate Resolution No. 451, agreed to February 28, 
1923. Washington: Government Printing Office, 1926. Pp. xviii + 381. 

2. A preliminary report under the same resolution, on Taxation and 
Tax-Exempt Income, was published by the Commission two years earlier 
(68th Congress, 1st Session: Senate Document No. 148). 
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thereby sacrifice urgently needed investigations in the prob- 
lems of monopoly and competition, which are more obviously 
suitable functions of the Commission. 

The volume is divided about equally between wealth and 
income. A convenient summary is given at the beginning; 
an inconvenient lack of index appears at the end. 

Part I, on tangible wealth within the nation (property 
abroad is nowhere examined), deals first with the Census 
compilation for 1922,* and revises the latter upward by some 
32 billions (thousands of millions) of dollars, to make the 
total 353 billions. Of this addition, ten billions is accounted 
for by revaluation of railroads and other public utilities — 
from the book values used by the Census — to the basis of 
reproduction-cost, less depreciation. Most of the remainder 
is due to an added estimate for public highway and street 
improvements. Using state tax reports and various other 
sources besides the Census figures, the Commission estimate 
this aggregate wealth to consist of about 230 billions realty 
and 123 billions tangible personalty. Of the former, 122 bil- 
lions (35 per cent of the whole national wealth) is considered 
to be bare land value. This last separation (which is made 
for public utilities and highways, as well as for other real 
estate), resting as it does on the tax reports of 23 states and 
of “most of the large cities,’ is certainly less reliable than 
could be wished; but it is still useful in the same general way 
as are the Census valuations of all real estate, which neces- 
sarily are based on varying state ratios of true value to 
assessed value. 

The proportions of all wealth imputed to various uses 
(1922) are of interest: agricultural, 18 per cent; manufactur- 
ing and mining, 14 per cent; railroads and public utilities, 
13 per cent; Federal, State, and local governments, 12 per 
cent; dwellings, furniture, personal effects, “not less than” 
25 per cent. Most of the remaining 18 per cent is thought to 
be employed in trade. A comparison of the wealth estimates 
for 1922 with those for 1912 purports to show that the per 


3. Department of Commerce, Bureau of the Census: Estimated Na- 
tional Wealth. Washington: Government Printing Office, 1924. 
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capita figure is about the same for each date in terms of con- 
stant purchasing power; and some computations are ad- 
duced to show that the aggregate of real estate values has in- 
creased less than the total of other forms of wealth. 

The bird’s-eye view of wealth just summarized is followed 
by some more original chapters on ownership and control. 
First comes a brief presentation of probate and estate-tax 
data, including statistics collected by the Commission from 
probate records covering 43,512 estates — the total filed 
from 1912 to 1923 inclusive in 25 counties, widely distributed. 
The inference is drawn that “about 1 per cent of the esti- 
mated number of decedents owned about 59 per cent of the 
estimated wealth, and that more than 90 per cent was owned 
by about 13 per cent of this number” (page 58). The data 
are further worked over as to types of property in relation to 
size of estate, urban or rural residence of decedent, and so on. 
It is shown, for example, that rather large estates are by no 
means unknown among rurals. This material as it stands is a 
welcome addition to our meager literature on the subject, 
even tho it may be in parts undigested, especially in view of 
Ingalls’s attack on King’s less startling inference, namely, 
that some 65 per cent of the wealth is owned by the richest 
2 per cent of American families.‘ No checks seem to have 
been applied as regards the accuracy of probate inventories. 
Moreover, in the main table all estates of the various dollar- 
classes filed during the whole twelve-year period are thrown 
together, so that we are left in doubt as to how the changing 
price-level (1912 to 1922) affects the significance of this dis- 
tribution. The following passage (page 59) clearly shows 
failure in this connection to remember the shrinkage of the 
dollar: ‘‘This table [comparing distributions for 1912 and 
1923] indicates an apparent trend toward a somewhat wider 
distribution. In 1912 about 29 per cent of all the probated 

4. W. R. Ingalls, Current Economic Affairs, chap. 10. The Aus- 
tralian census of wealth of 1915 indicated a distribution closer in line 
with King’s figure for the United States than with Ingalls’s, as do also 


the Australian probate figures, which are tabulated in forms convenient 
for this sort of analysis. 
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estates amounted to less than $1000 each, while in 1923 only 
20.8 per cent were less than $1000.” 

Pursuing further the topic of ownership and control, we 
have a collation of materials (some of them novel, derived 
from questionnaires and field inquiries of the Commission) 
which show that there are large concentrated holdings of 
natural resources. (As to water-power, incidentally, the dis- 
cussion concerns percentages “controlled”? by various in- 
terests, without quite enough consideration of the types of 
ownership and leases giving such control.) The chapter on 
farm wealth yields, among other matters, some new and im- 
portant information on sales prices of farm lands in a number 
of states, 1914-24 (pages 113-118); but there is nothing 
here to show the degree of “concentration” in ownership and 
control of farm land. A chapter on wealth of non-profit in- 
stitutions calculates that these foundations own over 43 per 
cent of our total wealth. 

Finally, we have the significant chapters on the wealth of 
corporations and the distribution of their ownership. New 
data are given, tax-returns, balance sheets, and information 
supplied direct to the Commission by corporations that 
answered questionnaires. The book value of tangible wealth 
in business corporations in 1922 is estimated at $102,000,- 
000,000. Subdivision is also made by industries. The in- 
vestment of 1660 corporations, owning $15,000,000,000 in 
the aggregate, is classified; of the total, 89.8 per cent is em- 
ployed in the corporations’ own businesses, 9.3 per cent in 
outside investments, and only 1% of one per cent is the valua- 
tion of “good will, appreciation, etc.” (of this last item, 
about half is accounted for by appreciation of pipe-line prop- 
erty). The exhibit strengthens the presumption that water 
is not a major constituent of the stock of our larger corpora- 
tions. 

In these days of employee- and customer-ownership and of 
higher taxes on the rich, the Commission’s investigation into 
distribution of ownership of corporations is very timely. The 
new data consist of replies from about 4000 corporations, rep- 
resenting some 12 per cent of the capital stock of al! cor- 
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porations. A number of tabulations by industries are given; 
I summarize from those referring to holdings of “officers and 
directors” and “employees” (presumably all employees 
other than officers and directors, tho this vital point is not 
made clear), as of 1922. In this sample, officers and directors 
held 10.7 per cent of the common and 5.8 per cent of the pre- 
ferred. In number, they constituted 2.1 per cent of the com- 
mon-stock holders, and xs of one per cent of the preferred.® 
“Not all of the corporations reporting to the commission were 
able to give information regarding stock holdings of em- 
ployees, but the data on this subject which were received 
indicated that employees comprised 7.5 per cent of the com- 
mon-stock holders reported and 3.5 per cent of the preferred- 
stock holders, but had only 1.5 per cent of the common stock 
and less than 2 per cent of the preferred” (page 160). Thus 
it appears that one hundred to two hundred millions’ worth 
of stock was held by (some sort of) employees of these 4000 
concerns; it but may easily be that this sample. includes most 
of the larger corporations which have made a feature of such 
participation. Hence we must restrain ourselves from pro- 
jecting the proportion throughout all corporations, arriving 
at one to two billions as the aggregate of employees’ holdings 
in 1922. 

Another table (page 148) is important by way of showing 
that the individual holdings of employees, if not large, are by 
no means negligible in amount. The grand averages of in- 
dividual holdings are classified as follows. Common stock: 
officers and directors, $34,843; employees, $1,419; all individ- 
ual holders, $4,955. Preferred: officers and directors, $34,264; 
employees, $2,803; all individual holders, $3,879. Here, as 
in numerous other places, further classification by deciles, 
etc., would be extremely useful. Perhaps it were wiser to 
spread the nets less widely for raw material, so that funds 
and space would be available for more manipulation of what 

5. Compare Taussig and Barker, “American Corporations and their 
Executives,” in this Journal, November, 1925; which article gives data, 
more finely sub-classified, on holdings of chief executives (a narrower 


category than “officers and directors’) in some 400 manufacturing 
corporations. 
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is caught. Within limits, certainly, this policy is recom- 
mended by the general theory of sampling: and it is not clear 
if the Commission’s economists considered the values of 
smaller samples as far as they might have. Certainly they 
have departed most commendably from the official statisti- 
cian’s ideal of complete enumeration, by the very numerous 
larger samples which they do offer us. 


These are some high lights of the report on wealth. Now 
for the section on income. Its evaluation is an even more 
formidable task, in view of the recondite techniques de- 
veloped by the efforts of more numerous special students, 
who have been stimulated greatly by the practical problems 
of income taxation. It is enlightening, and sufficiently diffi- 
cult, to compare the Commission’s principles, methods, and 
results at various points with those of the other outstanding 
agency, the National Bureau of Economic Research.* 

The commission’s concepts relating to income seem ac- 
ceptable in the main to most economists. As we study the 
implications of their statistical procedure, however, we find 
several sharply debatable propositions. First, among the 
categories of industries that produce our statistically measur- 
able income, we find no place assigned to governmental ser- 
vices. In connection with each industry and sub-industry, 
to be sure, estimates are given of the percentages of value- 
product paid out by managers in taxes; but the authors ap- 
pear to think that it would be double counting to allow these 
or other taxes to appear separately, in the guise of govern- 
ment product. Yet they do not fail to count the product of 
wheat-growers and bakers, to the extent that other people 
spend their incomes for bread ; and certainly they do not mean 
to argue that government employees are all unproductive. 
True, the problem of double counting with respect to taxes 
is complex. The theory to be followed was correctly struck 


6. See their Income in the United States, vols. i and ii (1921); their 
publication numbered 7, by M. Leven, entitled Income in the Various 
States, its Sources and Distribution, 1919, 1920, and 1921 (published 
1925; introduction by W. I. King); and their periodic news-bulletins. 
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out, I think, by the National Bureau of Economic Research; 
“that taxes which are added to selling prices should, and that 
taxes which are not added should not, be deducted from the 
value products of the industries taxed.’”’? The Federal Trade 
Commission, since they have not faced the issue clearly, have 
overstated the products rightly attributable to the industries 
other than government, and they have left out completely a 
number of governmental services which are financed by other 
means than business taxes. 

In regard to other important differences in principle, too, 
my sympathies are with the National Bureau. One is the 
item of “inventory gain,’’ which the Commission tacitly re- 
ject by comparing their estimates of total yearly income with 
those of the Bureau relating only to “current income.’”’ The 
Commission include inventory change with respect to live- 
stock on farms (page 238), doubtless because here is a clear 
inerease or shrinkage of physical goods; but the wider value- 
applications of the principle are not discussed. Neglect of 
this matter, as we shall see, causes them to make a mislead- 
ing comparison between their totals and those of the National 
Bureau. 

Another large item of social income which is insufficiently 
accounted for is the services of dwellings. We might be dis- 
posed to agree with the Commission, that imputed interest 
on other durable consumption goods in the hands of owners 
(amounting to over one billion dollars annually, according 
to the National Bureau) is a point too fine for the practicing 
statistician,* but it is absurd to follow this criterion to the 
point of excluding house-rent. A rather dubious estimate is, 
indeed, made by the Commission of the net rental values of 
non-agricultural dwellings: $2,820,000,000 for 1918, $5,620,- 
000,000 for 1920, etc. (page 190). These figures, however, 
are not mentioned after the preliminary chapter on scope and 

7. Income in the United States, vol. i, pp. 51 ff. 

8. We can scarcely agree, however, with the Commission’s intimation 
that imputed interest on such goods does not correspond to a real ele- 
ment in social income: ‘‘The allowance of interest, not as a share of 


value already created but as an additional item of created value is, how- 
ever, of dubious advisability” (p. 223). 
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method. They should be added to the totals given later, 
when comparing the general results with other estimates. 

From principles, let us pass to methods and results. First 
we may note that the Commission’s work on income corre- 
sponds almost entirely to the “‘estimates by sources of pro- 
duction” of the National Bureau. There is little in the vol- 
ume under review on classes of income-receivers; no attempt 
is made to construct a curve of the distribution of income 
among the whole population. One chapter is devoted to 
analysis of the Federal income-tax data, and gives a useful 
summary of comparative figures already published for the 
period 1918-23, as well as of some new material compiled for 
the Commission from tax-returns by the Bureau of Internal 
Revenue. Presentations like those (pages 211-213) of aggre- 
gate net income for 1922, by industries, in relation to “fair 
value” of outstanding capital stock in those industries, and 
of total corporate income compared with total deficit for each 
of the six years, are scarcely commonplace, tho most of the 
material has been available in the yearly Statistics of In- 
come. The table first mentioned shows a grand average 
return of 7.9 per cent on capital invested, 1922; the other 
tables demonstrate that, after 1919, the total of deficits re- 
ported (41 per cent to 52 per cent of all corporations in these 
years had net deficits instead of net incomes to report) varied 
between 24 per cent and 89 per cent of the total of net incomes 
reported by the remaining (profit-showing) corporations. 
On pages 193 and 194 there is a novel estimate of net personal 
income classes, in relation to dependents living by the in- 
come, which gives a picture somewhat different from that 
reflected by the mere numbers of taxpayers in the income- 
classes. The numbers of people supported by the various in- 
comes have been inferred from summaries of abatements or 
exemptions allowed for dependents. 

When we say that the larger part of the Commission’s esti- 
mates of income are made according to sources of production, 
in effect we are saying that their principal sources, like those 
of the National Bureau, are the various censuses, — par- 
ticularly those of the production type, such as agriculture, 











REVIEWS 125 


manufactures, and mines, — and the annual reports of state 
regulating bodies like the Interstate Commerce Commis- 
sion. For estimating inter-censal years, however, as well as 
for supplementing and revising Census data, the National 
Bureau depends largely on current annual state and trade 
statistics, and it also makes some use of indexes of the vol- 
ume of physical production. The Commission depend for 
these purposes quite largely on their own questionnaires. 
For example, they revise the data from the Biennial Census 
of Manufactures chiefly by means of returns from 1306 com- 
panies (for 1923), whose aggregate sales were nearly $8,000,- 
000,000. In a discussion of the unexplored field of personal- 
service businesses, trade and commerce (reflected only in the 
Census of Occupations, and very inadequately),® the Com- 
mission estimate the number of “businesses of all kinds” in 
the United States in 1922 at 4,500,000. They properly refer 
to the interest which would attach to income-reports from a 
sample of this vast industry, but found that a 6 per cent 
sample would cost $80,000 (page 189); consequently they 
abandoned the project. Perhaps the sum which could not 
thus be spent gives some slight reflection of the expense of the 
whole inquiry. Whatever was the cost, it might well be con- 
sidered in comparing results with those of other investiga- 
tors. 

These new data from extensive questionnaires are un- 
doubtedly important, but it seems difficult for critics to go 
behind the broad results of their use, as summarized by the 
Commission in this publication. For instance, the Commis- 
sion estimate the net value-product of manufacturing for 
1920 (not a census year, but adjacent to two census years) at 
$28,400,000,000, of which not over $2,000,000,000 appears to 
be accounted for by the taxes which the National Bureau 
credits to Government. Dr. King’s estimate for the “current 
income” produced by manufacturing the same year, is $20,- 
400,000,000, and when his estimate for “inventory change” 
is taken into account, the final net value-product shrinks to 


9. Recently the Department of Commerce has started experimental 
censuses of trade in ten cities. 
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some $14,000,000,000.' These differences in method also 
strikingly affect the calculations as to percentages of product 
going to “capital” and to “labor.” For 1918, the Commis- 
sion assign to wages and salaries 57 per cent of the whole 
value produced by manufacturing industry; the National 
Bureau’s figure for the same year is 78 per cent. This dif- 
ference is accounted for considerably, but not wholly by the 
item of taxes. These, it should be said, are extreme examples 
of discrepancies between the two bodies, on items that are 
similarly defined. 

For needed details on several large but obscure groups of 
producers, we are especially indebted to the original work of 
the Commission. As to the mercantile industry, they have 
depended mainly on data already in print, including Pennsyl- 
vania tax returns and the familiar expense-ratio studies of 
university bureaus of business research; and here they have 
made use also of workmen’s budgets. Evidently a great 
many questionable or debatable assumptions are implicit in 
these processes, since comprehensive data are lacking. But 
the general magnitudes involved, and the sources available 
for further work, are shown in much greater detail than in 
previous publications by the National Bureau. The Com- 
mission’s final estimates for the value-product of trade — 
$7,000,000,000 to $9,000,000,000 — do not differ very ma- 
terially from Dr. King’s estimates for 1919-21. (Details of 
the latter’s calculations have not yet, I believe, been made 
public.) On the construction industry the Commission have 
made some impressive contributions, using income-tax re- 
turns and shipments of materials as published in The Con- 
structor, in addition to more familiar indicators. Very strik- 
ing is the chapter on “professional and personal enterprises” 
— referring to the varieties of independent practitioners and 
to a collection of personal-service businesses like “apartment 
houses,? hotels, restaurants, laundries, barber shops,” etc. 
The upshot is that these two groups are credited with $8,000, 


1. Leven, Income in the Various States, pp. 32-33. 
2. This product seems to duplicate some of the dwelling-service 
noticed above. 
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000,000 to $12,000,000,000 of product annually, and very few 
types of service are left for the “miscellaneous” catch-all. 

Some economic theorists will doubtless clip the page (254) 
pertaining to gold and silver mining. This passage purports 
to show that four out of the six years considered show net 
deficits to owners as a body. “It would seem,” observe the 
Commission, “that the fascination of gold mining is such 
that people are willing to sink large amounts of money in the 
business year after year, in the hope that eventually a large 
profit will be made.” 

In the following table are compared the items named, as 
estimated respectively by the Commission and by staff- 
members of the National Bureau of Economic Research. 


Total Income, Estimated Percentage of total 
(billions of current going to wages 
dollars) and salaries 
Commission Bureau * Commission Bureau t 
(current income) 

1918 60.2 56.0 46.8 54 
1919 67.4 67.3 48.5 54 
1920 74.8 74.2 57.8 59 
1921 52.6 62.7 59.9 58 
1922 61.7 65.6 54.6 
1923 69.8 76.8 54.7 


* News-Bulletin of National Bureau of Economic Research, Inc., No. 
23 (Feb. 21, 1927), p. 2. 

¢ Calculated roughly from data in Tables 39-41, pp. 235-239, of 
Leven, Income in the Various States, for 1919-21. For 1918, see Income 
in the United States, vol. i, p. 92. 


The Commission suggest that the cost-of-living index of 
the U. S. Bureau of Labor Statistics is the best basis avail- 
able for converting these current dollars into uniform pur- 
chasing power throughout the period. It seems to me that the 
National Bureau people are more nearly on the right track, 
in attempting to develop a composite index for this purpose. 
The Bureau has at least made some efforts in the direction 
of a fair comparison of real income trends in towns and farms. 
As we all know, the farmer’s money income, depending as it 
does on the farm prices used by the statistical sources, was 
most painfully cut after 1920; but so far as he continued to 
live on his own products, his cost of living was cut at the 
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same rate, rather than at the slower pace characteristic of 
cities and towns, and reflected by the Bureau of Labor Statis- 
tics index. 

Two other magnitudes in the Commission’s estimates are 
striking. The first of these is aggregate business taxes. These 
are said to be nearly $4,500,000,000 in 1923, or about 6 per 
cent of the Commission’s estimate of the total national in- 
come. In 1918 they constituted 7.6 per cent. Of the share of 
product left to management and property after paying wage 
and salary bills, but not taxes, total taxes amounted to: 1918, 
14.2 per cent; 1919, 12.8 per cent; 1920, 13.6 per cent; 1921, 
17.9 per cent; 1922, 12.8 per cent; 1923, 13.9 per cent. 

The other point relates to the per cent of total national in- 
come received by persons in the relatively higher income levels 
— the income-tax payers. Such persons received incomes of 
approximately $2000 a year and upward, during the years 
considered. The Commission find that the aggregate income 
reported in personal income tax returns varied from 30 per 
cent of the total estimated national income in 1918 to 45 per 
cent in 1923 (page 221). In another connection they estimate 
that, in this same period, the persons who were members of 
income-tax payers’ families constituted 6.8 per cent of the 
entire population in 1918 and 16.7 per cent of the population 
in 1923. These computations suggest a valuable technique 
in calculating the actual distribution of income among the 
whole population, in addition to the methods hitherto cur- 
rent, based on numbers of families and numbers of occupied 
persons, receiving given incomes. 

The measure of agreement between the Commission’s and 
the Bureau’s figures, discernible in the comparison made 
above, to some extent vouches for the accuracy of each. But 
the important qualifications which I have suggested must be 
borne in mind. First, the great primary sources of both are 
identical — notably the Census reports. At the same time, 
the manipulations required for interpreting, checking, and 
supplementing this material are so complex that to a large 
degree the estimates really are independent. Second, both 
bodies appear to have overlooked raw forest products, which 
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might amount to a billion a year. Third, the outstanding dif- 
ferences mentioned above, between the sorts of income which 
the respective organizations are trying to measure, must be 
considered. Their different handling of taxes affects all in- 
dustries otherwise similarly defined, and the Commission 
leave out of their totals the value of services of most dwell- 
ings and of all other durable consumption goods in the hands 
of owners. The Bureau’s estimate for value of Government 
services exceeds the total value which the Commission assign 
to business taxes, because the value of government services 
paid for by means other than business taxes are not included 
in the Commission’s estimates at all. And then corporate 
surplus and inventory changes have to be taken into account. 
The Commission compare their totals for 1919-21 inclusive 
with those of the National Bureau for “current income,” 
which excludes “gains or losses in value of property owned.” ® 
An important part of such gains in value is normally business 
earnings that are not distributed as dividends, or withdrawn 
profits, but are carried to surplus account or otherwise 
plowed into capital. For comparison as to the year 1918, 
however, the Commission used, not the total of $56,000,- 
000,000 which the Bureau has lately published as its estimate 
for current income in that year, but the total which the 
Bureau earlier used ($60,366,000,000). This latter estimate 
certainly included some of the elements which the Bureau 
now segregates as “inventory change.” It seems quite pos- 
sible that the Commission’s estimates now also contain many 
of the same elements, and so to that extent are not properly 
comparable with the Bureau’s figures for “current income.” 
If one reads the Commission’s paragraph (pages 222, 223) 
comparing the general results of the two bodies, with the 
cautions in mind which I have just emphasized, he may 
judge that the paragraph has not adequately interpreted the 
degree of agreement which appears on the surface. It ends: 
“But even if the estimate of the National Bureau were put 
on the same basis as the estimate in the present inquiry, the 
difference would not exceed, probably, $2,700,000,000, {or 


3. See Dr. King’s Introduction to Leven’s volume, pp. 27 ff. 
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about 4.5 per cent of the total. Such a degree of agreement 
tends to confirm the general accuracy of both calculations.” 

Summing up, the Commission’s report is an outstanding 
example of the large-scale or institutional economic research 
which is becoming so characteristic of our time. It gives us 
valuable collections of data, many of them original and 
costly, which will stimulate all students of these subjects into 
fresh thought and investigation. 


Z. CuaARK DICKINSON. 
University oF MICHIGAN. 


SOROKIN ON SOCIAL MOBILITY 


No economist who is alive to the possibilities and implica- 
tions of his subject can fail to be interested in the problems 
which Professor Sorokin raises in his recently published vol- 
ume.' Nor can any such economist — not to mention socio- 
logists, historians, and political scientists — afford to neglect 
Professor Sorokin’s treatment of these problems: the vast 
quantity of data which he assembles pertaining thereto, his 
(on the whole) discriminating analysis of these data, and the 
far-reaching conclusions at which he arrives as a result of his 
analysis. It will be impossible, in the space allotted to this 
review, to do more than indicate the many important ques- 
tions covered by Sorokin in the course of his work. Detailed 
attention will be given only to those points in the book at 
which the author has made a significant and original contribu- 
tion to the subject, or, again, to those points where, in the 
opinion of the reviewer, he has failed to include in his analysis 
elements and considerations indispensable thereto or has 
erred in his interpretation of the data which he has collected. 

Social Mobility has to do, as its title indicates, principally 
with the vertical movement of individuals in “social space” 
(a neologism invented by the author); in other words, with 


1. Social Mobility, by Pitirim Sorokin. New York, Harper and 
Brothers. 1927. Pp. xi, 559. 
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their movement from one social class to another, and the 
stratification of economic, occupational, and political groups 
with which this movement is associated. The first problem 
to which the author applies himself, rightly enough, is making 
clear exactly what he means by the term “social stratifica- 
tion.” It is curious, yet none the less true, that Professor 
Sorokin is almost the first writer in the field of the social 
sciences to trouble himself about this fundamental matter, 
altho economists and sociologists without number have had 
occasion to make use of the term. In discussions of differences 
of wages, for example, we hear a great deal about “social” 
stratification, when what is meant, or should be meant, is 
purely economic stratification.? This confusion of thought is 
particularly evident in the references to “non-competing 
groups” which are generally introduced in connection with 
this selfsame problem. Some economists appear to regard 
these groups as purely economic categories, characterized in 
their essence by distinct and substantial differences in the 
average remuneration of their members; others frankly recog- 
nize that the absence of competition between two occupa- 
tional groups by no means insures that the economic status 
of their members will differ appreciably.* Clergymen and 
semi-skilled laborers, for example, are not in extensive com- 
petition with one another, yet the economic status of the 
former group probably is not greatly different from — cer- 
tainly is not superior to — that of the latter. In other words, 
the phenomena of occupational stratification and of economic 
stratification are by no means coincident, as economists too 
often assume. If we add to these two forms of stratification 
that which Sorokin calls “political,” we shall have the three 
primary types of social stratification distinguished by him in 

2. The writer is, of course, aware that the differentiation of social 
classes in modern society rests upon something more than differences of 
economic status; yet it is with the latter, and with these alone, that we 
are concerned in the problem of differences of wages. 

3. Professor Taussig seems to recognize this in his familiar enumera- 
tion of non-competing groups, altho the matter is introduced in his 
chapter, on “ Differences of Wages.”’ See Taussig, Principles of Eco- 
nomics, ii, pp. 141-144. 
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the course of his work. There is no question that Professor 
Sorokin has performed a valuable service in making clear this 
fundamental distinction. 

The first part of the book deals with the subject of the 
fluctuation of social stratification, and in the first two chap- 
ters of this part the author undertakes an analysis of fluctua- 
tions in economic stratification. He concerns himself first 
with fluctuations in the economic status of whole groups and 
secondly with fluctuations in the height and profile‘ of eco- 
nomic stratification within these groups. There is little here 
that the reviewer cares to comment on; he is frankly more 
confident in Sorokin’s hypothesis of trendless fluctuations 
than in any other that he has yet heard of. One point in these 
chapters, however, deserves more than passing mention, and 
that is the patently defective character of Professor Sorokin’s 
training in economics. This becomes particularly noticeable 
in the course of his argument against the possibility of a per- 
petual increase in the wealth of the world. It is evident that 
he has not clearly in mind even such an elementary economic 
distinction as that between wealth and money.® This defect 
in the author’s scholastic equipment would not be so signifi- 
cant, were it not typical of many another sociologist of today. 
Nor would the defect in their case be so significant, were they 
not given to laying down broad generalizations in economic 
matters —a practice, unfortunately, to which they are 


greatly given. 
The final chapter in the first part of the book is devoted to 


4. By the “height” of a stratification, whether economic, occupa- 
tional, or political, Sorokin means the “‘social distance” separating the 
highest group from the lowest group; by the ‘‘profile”’ of a stratification 
he means the numerical distribution of individuals among the several 


groups. 

5. Witness the following passage: ‘‘The following computation seems 
to testify also against the hypothesis of a perpetual increase of wealth in 
the course of time. One centime, put at 4 per cent, compound interest, 
at the time of Jesus Christ, would have given in 1900 an enormous capi- 
tal expressed by the figure 2,308,500,000,000,000,000,000,000,000,000 
francs. Supposing that the earth is composed of gold, it would require 
31 gold earths to represent this enormous sum of money”’ (p. 28). If the 
possibility of increase in the wealth of the world were limited by the 
quantity of the precious metals, we should be in a sorry state indeed. 
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an analysis of occupational stratification. We have already 
noted that the status of an occupational group depends upon 
something more than the average remuneration received by 
its members. Sorokin distinguishes in addition two primary 
factors: importance of the occupation for the survival and 
well-being of the group, and the degree of intelligence required 
for the performance of the task in question. The latter of 
these factors explains, perhaps, why the clergyman, whose 
economic status is on a level with that of the semi-skilled 
laborer, enjoys a higher social standing. The former of these 
factors does not appear to the writer to explain as much as 
Sorokin seems to think it does. From one point of view all 
occupations, as occupations, are of equal importance to the 
survival and well-being of the group. We could no more dis- 
pense with common laborers as a class than we could dispense 
with high-grade executives and entrepreneurs as a class. We 
could, of course, more easily dispense with the individual 
laborer than we could with the individual executive; but this, 
it would seem, is due not so much to the greater intrinsic im- 
portance of the function performed by the latter as to the 
scarcity of men possessing high-grade executive ability. In 
other words, the higher remuneration and greater social 
esteem enjoyed by the latter class as compared with the 
former is due to the differential distribution of human talent 
— of developed talent, let us say. If unskilled laborers were, 
as the result of some physical degeneration in the race, to be- 
come as scarce as high-grade business executives are today, 
there is nothing to prevent their receiving the same amount of 
remuneration and social esteem that now falls to the latter. 
This factor of comparative supply may, indeed, explain 
nearly everything else in the stratification of occupational 
groups. Why should occupations requiring a high degree of 
intelligence be rated more highly than those requiring only 
low-grade intelligence? Why, if not that the higher grades of 
intelligence are of rarer occurrence than the lower grades? 
Professor Sorokin’s analysis of occupational stratification is, 
it seems to the writer, seriously defective for want of inclusion 
of this obvious factor. 
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In the second part of the book the author begins his analysis 
of social mobility proper. After an introductory chapter de- 
voted to the forms and fluctuation of social mobility, he pre- 
sents an extremely interesting description of what he calls the 
“channels of vertical circulation” ; that is to say, the institu- 
tional media by which individuals move from one social class 
to another. Prominent among these in the course of history 
have been the army, the church, the school, political institu- 
tions, professional organizations, and occupational groups. 
This discussion leads the author naturally to a consideration 
of the mechanism of social testing and selection, and the re- 
sultant distribution of individuals among the various social 
strata: what the writer regards as one of the most significant 
chapters in the book. To hear some sociologists and social re- 
formers speak, one would suppose that the process by which 
individuals move from one social class to another is purely 
haphazard and accidental, involving, where it is not wholly a 
matter of chance, corrupt conduct or some of the milder 
species of blackmail. In reality, as we all know, individuals 
are subjected to a constant process of selection throughout 
every minute of their working lives, and the agencies through 
which this selection is carried out are, roughly, the same as 
those referred to above as the “channels of vertical circula- 
tion.” 

The question at once arises — and it is a most pertinent 
one — as to the adequacy and fairness of this mechanism of 
social testing. Sorokin seems to be aware of some of its short- 
comings, but not, to the writer’s way of thinking, sufficiently 
aware; that is to say, not aware of all its shortcomings. For 
example, he presents the familiar figures for elimination from 
school at various stages, and never once raises the question 
whether some of this elimination may not be due to economic 
causes independent of the students’ abilities. Such investiga- 
tions of this subject as the writer has encountered seem to in- 
dicate that as much as 30 per cent of such elimination may 
possibly be due to economic factors alone. The methods em- 
ployed in the investigations are not as reliable as one could 
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wish,® but the results are such as at least to raise doubts as to 
the entire adequacy and fairness of this particular agency of 
social testing. In the case of occupational selection, the ele- 
ments of family influence, nepotism, and inherited wealth, 
about which a great deal is said, but very little positive is 
known, also enter into the problem. 

Having considered what may be called the objective side 
of the process of social differentiation, Sorokin next turns his 
attention to the subjective side: to those qualities and traits 
of the individual, in other words, on which the agencies of 
social selection operate and which determine what the in- 
dividual’s position in society will be. His method of attack on 
this problem is to ascertain what differences, if any, there 
may exist between the various social strata in respect to 
physique, vitality, and intelligence. For the moment he is not 
concerned, he tells us, with the question whether such dif- 
ferences are inherited or acquired. He then proceeds to bring 
to bear upon this problem a formidable mass of quantitative 
data, having to do with differences in stature, weight, cranial 
capacity, vitality, and general health, between the various 
social classes. Sorokin finds that the upper classes are char- 
acterized by taller stature, greater weight, greater cranial 
capacity, and by superior health, vitality, and bodily vigor, 
as compared with the lower classes. There is, of course, noth- 
ing surprising about a finding of this sort; the greater cranial 
capacity of the upper classes is easily explainable as a “cor- 
poreal concomitant” of their taller stature and greater 
weight. The significant fact is — and it seems almost wholly 
to have escaped the author’s notice — that every one of these 

6. A common method employed is that of questionnaires to students 
as to their reasons for leaving school. The data provided by this method 
are, it need hardly be said, notoriously unreliable. Some pupils assign 
the res angustae domi as the cause, when it is really their own lack of 
ability or lack of interest in school. In many cases, as can readily be 
imagined, there is an unmistakable combination of the two causes, ad- 
verse family circumstances being coupled with lack of ability on the 
student’s part. The question then arises, of course, whether the adverse 
condition of the family is due to the parents’ own lack of ability or lack 
of foresight. Large families are unquestionably an important factor in 
this problem. 








136 QUARTERLY JOURNAL OF ECONOMICS 


differences, without exception, may be accounted for by the 
superior nutrition and better physical environment of the 
upper classes.” 

In other words, all the traits mentioned by the author may 
quite conceivably be explained as the result, rather than the 
cause, of the superior social status. The reviewer does not 
believe that all of them can reasonably be explained on this 
basis; he agrees with the author’s contention that, to some 
extent at least, these traits must be the product of social selec- 
tion.* Taken by themselves, however, the author’s findings 
do not warrant an exclusive interpretation either as the cause 
or as the result of a superior social status. Yet this is pre- 
cisely the kind of interpretation that he places upon them; for, 
after pointing out that social status is correlated with general 
health and vitality, he goes on to say: ‘‘ The above correlation 
means that . . . physical superiority has been the condition 
which has favored the social promotion of individuals and has 
facilitated their social climbing, while physical inferiority has 
facilitated the social sinking of individuals and their location 
in the lower social strata” (p. 275). Such a one-sided inter- 
pretation seems absolutely unwarranted by the author’s find- 
ings taken as they stand. In this, his first serious tilt with the 
nature-nurture problem, Professor Sorokin seems to have been 
badly thrown. 

Nor does he fare better in his subsequent encounters with 
this troublesome opponent. The next question which he pro- 
ceeds to raise is that of a possible correlation between social 
status and intelligence. Do superior intelligence and superior 
social status tend to be associated, and vice versa? The au- 
thor has no hesitation in making an answer: ‘“‘ My answer to 

7. Professor Ales Hrdlitka suggests this as the cause of the higher 
average stature of college students as compared with the general popu- 
lation; but Professor Sorokin — altho quoting Dr. Hrdlitka to this 
effect — seems to have overlooked the suggestion. See, however, his 
later reference to the matter in chapter xiii, p. 317. 

8. It is reasonable to expect, for example, that men who achieve 
greatly in life should be gifted with superior health, vigor, and longevity, 
for without these traits — particularly in the case of those who must 


start from rather humble beginnings — they would not be able to survive 
in the long struggle for ascendance. 








REVIEWS 137 


the question is positive. Aside from the problem whether the 
result is due to heredity or to environment, the higher social 
classes, on the whole, are more intelligent than the lower 
ones.” It is a very real question whether one can use the word 
“intelligent” in this connection and not involve one’s self in 
an argument over heredity and environment. To the writer’s 
mind the word “intelligence” has always carried a connota- 
tion of innateness, being contrasted for this purpose with 
some such term as “intellect.” The child of the slums, for 
example, may be intelligent without being particularly intel- 
lectual. Contrarily, the wealthy hanger-on of radical activi- 
ties may be intellectual — may be called such, at any rate — 
without being particularly intelligent. The writer prefers not 
to press this point, however, in view of the general lack of 
agreement among psychologists as to the precise meaning of 
intelligence. We shall do better to pass on and consider 
briefly the proofs which the author advances in support of the 
statement just quoted. 

These proofs are in the main three: (1) the correlation of 
mental development with physical development and of the 
latter, in turn, with social status; (2) the superior produc- 
tivity of the upper social classes in men of ability; *® (3) the 
superior achievement of representatives of the upper social 
classes in the intelligence tests. It will avoid confusion and 
misunderstanding of the author’s argument, if we remember 
that these “proofs” are submitted wholly without implica- 
tion as to the relative influence of nature and nurture in pro- 
ducing the result in question. In the case of the intelligence 
tests, for example, the author, while admitting the defects of 
the tests, declares that “they may give an approximate indi- 

9. Supreme over all in the production of men of ‘‘genius,” according 
to the author, have been the royal families of Europe. “These data 
show that climbing to the position of a monarch, for the group of mon- 
archs and royal families as a whole, has not been a mere matter of chance 
but has had a serious basis — mental superiority in the form of executive 
genius.” Here again we have no means of knowing whether the superior 
performance of the royal families is a cause or a result of their superior 
social status, but there is a strong likelihood of the latter possibility. 


The picture of the Prince of Wales “‘climbing”’ to the position of mon- 
arch is a diverting one, to an American mind at least. 
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cation of the degree of native plus acquired intelligence.”’! In 
other words, all that Professor Sorokin seeks to deduce from 
the data presented in this connection is the fact, which few 
environmentalists will trouble to deny, that the developed in- 
telligence of the higher social classes is superior to that of the 
lower. Having established this harmless and rather obvious 
fact, the author reserves for the next succeeding chapter the 
task of determining whether nature or nurture is primarily 
responsible for the result in question. 

Professor Sorokin’s treatment of this, the central problem 
in the whole field of social stratification, is extremely disap- 
pointing. It is, of course, too much to expect that a subject of 
its proportions could be satisfactorily encompassed in the 
space of one brief chapter. In the opening paragraph we are 
met with the not too startling statement that “the discussed 
physical and mental differences are the result of both factors: 
heredity and environment, selection and adaptation” —a 
truth, unquestionably, but hardly a profound truth. Most of 
the discussion which follows is devoted to a defense of the 
view that heredity must account for a part, at least, of the 
differences of individual achievement which so preéminently 
characterize the social stratification of today. In support of 
this view the author emphasizes the fact, too often forgotten 
by environmentalist advocates, that identity of environment ? 
frequently results, not in identical achievement, but in dif- 
ferential achievement. If there is any one truth that needs to 
be hammered into the heads of the Simon-pure environmen- 
talists and egalitarians, it is this. Doing so, however, does not 
provide us with a quantitative solution to what is, in its 
essence, a quantitative problem. Of the observed differences 
in achievement, how much is due to the conditions of nature 
and how much to those of nurture? It seems fair to say that 
Professor Sorokin has left this central problem in social 
stratification practically untouched. 


1. Page 292. Italics are the reviewer’s. 

2. Identical, that is to say, in all its essential features. The environ- 
ment of no two individuals is, perhaps, precisely identical; but in certain 
essential respects — such as educational and economic opportunities — 
it may be and very often is so. 
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Space permits only the briefest mention of the subsequent 
matters dealt with by the author, altho it is in some of these 
that he has his most substantial contribution to make to the 
subject. This is to some extent true of his analysis of the fac- 
tors of vertical mobility, altho he fails to mention the influence 
of popular education and the diffusion of economic oppor- 
tunities in intensifying the vertical circulation of individuals. 
Readers of this journal will be particularly interested in 
Sorokin’s treatment of one phase of the problem of vertical 
mobility, that of the extent to which occupational and eco- 
nomic status are “inherited” from one generation to another. 
Data collected by him and by other investigators — fragmen- 
tary in nature and needing to be supplemented by broader 
studies — seem to indicate that, whereas the transmission of 
occupational status from father to son is on the decrease, that 
of their economic status is tending to increase. The final part 
of the book — to the writer’s mind the least worthy — is 
concerned with some of the alleged effects of the increased 
social mobility characteristic of modern times. We learn that 
social mobility results in loneliness, mental disease, suicide, 
skepticism, and moral disintegration, but nothing is said of 
its effects in reducing poverty and lessening the disparities in 
economic status by widening the range of effective competi- 
tion among individuals. 

The criticisms presented above should not be allowed to 
create in the mind of the reader a generally adverse impres- 
sion of Professor Sorokin’s book. Social Mobility is virtually 
a pioneer work and is occupied to some extent in opening up a 
field which, it is to be hoped, will be more intensively culti- 
vated by later students of the problem. In spite of its pioneer 
character, and in spite of its many defects, some of which 
have been noted above, the work will undoubtedly occupy a 
permanent and important place in the literature of the sub- 
ject. It is to be hoped that the book will meet with the favor- 
able reception from students of the social sciences which it so 
clearly deserves. 

Cart S. Jostyn. 
HarvarD UNIVERSITY. 
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HAWTREY’S THE GOLD STANDARD IN THEORY 
AND PRACTICE! 


Even if the publishers of this admirable little book had 
not affixed the name of Mr. R. G. Hawtrey to its title-page, 
its authorship would have been unmistakable. The style, 
sometimes of a texture which might be characterized as 
gnarled, of the same apparently perfunctory baldness regard- 
less of whether the point under discussion is a brilliantly 
original theoretical novelty, or a simple point of mechanism 
perfectly familiar to readers of elementary texts in Money 
and Foreign Exchange, is peculiarly Mr. Hawtrey’s. The 
doctrines, likewise, are those closely identified with his name; 
indeed, as Mr. Hawtrey himself hints in his Preface, readers 
of the book will find its chief value in the fact that it repre- 
sents a remarkably succinct restatement of the author’s 
most significant contributions to monetary theory, rather 
than an attempt to develop new matter of the freshness and 
originality which characterizes certain notable sections of 
his earlier books — say, the brilliant and powerful third 
chapter of Currency and Credit, or the remarkable fourth 
chapter in his Monetary Reconstruction. 

That Mr. Hawtrey’s record of achievement, as here sum- 
marized, is a notable one, can be doubted only by amateurs 
in the field of monetary theory. Mr. Hawtrey is, indeed, a 
specialist whose work appeals primarily to other specialists. 
To a non-specialist, for example, Mr. Hawtrey’s treatment 
of the phenomena usually dealt with under the head of the 
quantity theory must seem a curiously misty and artificial 
jumble: one must be thoroly familiar with the literature to 
appreciate the implications, for the future of monetary 
theory, of an achievement which simultaneously (1) states 
the problem in terms of the movements of money-income; 
(2) reduces money-stocks to the subordinate place that is 
suggested by the notion of the “unspent margin”; and (3) 


1. The Gold Standard in Theory and Practice, by R. G. Hawtrey. 
Longmans, Green and Co., Ltd. London, 1927. 
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puts the whole analysis in realistic terms of mechanism and 
sequence under the operation of the institutions which go to 
make up our financial system. There is, in addition, one 
peculiar characteristic of Mr. Hawtrey’s writing, — aside 
from the purely technical difficulties of style and the ad- 
vanced nature of much of his discussion, — which helps to 
obscure, for many readers, the real nature and the high 
quality of his achievement. This is the habit of allowing ex- 
tremely enlightening comments to appear as mere obiter dicta, 
where another writer would grind and polish them into an 
essay. Mr. Hawtrey’s obiter dicta are like Adam Smith’s 
“digressions’”’: they equal, and often surpass in interest, the 
material in which they are imbedded. 

It is precisely because of the multiplicity and the range of 
these sound bits of wisdom appearing as obiter dicta that it 
is extremely difficult to summarize adequately the precise 
nature of Mr. Hawtrey’s contribution. There are, of course, 
certain outstanding doctrines, — all of which are expounded 
in brief compass in the present volume, — which are clearly 
distinguishable as Mr. Hawtrey’s own. Consider, for ex- 
ample, the treatment of the internal drain — a phenomenon 
stressed, indeed, by Marshall and others, but discussed by 
Hawtrey in « manner to be regarded as vastly superior; the 
comparison of the internal with the external drain, from the 
point of view of speed of operation, and ultimate function; 
the discussion — challengeable, of course, but none the less 
fresh and stimulating — of the theory of the effectiveness 
of the rediscount rate in controlling business activity, by way 
of its effect upon the profits of traders; and the theory of 
credit as the controlling force behind the movements of the 
business cycle. All these points, and many more besides, are 
repeated in the present volume. 

In many cases, this latest version brings a different em- 
phasis, which has sometimes the effect of clarifying a posi- 
tion heretofore ambiguous. From Mr. Hawtrey’s present 
discussion of the function of the external drain, for example, 
it is clear that he considers the chief effect of that drain to be, 
not the inauguration of diverse movements of the price- 
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levels in the countries concerned, but the synchronization of 
price-movements, in such wise as to bring about, in all coun- 
tries subject to its influence, a universal movement in the 
same general direction. Sometimes the new emphasis con- 
sists of a new application of a point made before with suffi- 
cient clarity, but in a different connection. In the present 
volume, for example, Mr. Hawtrey applies the general notion 
that a change in demand for the precious metals, consequent 
upon modifications in the structure of monetary systems, is 
a major factor in price-change,? to the experience of Europe 
under bimetallism, in such a way as to imply virtually com- 
plete agreement with the bimetallist explanation of the fall, 
both in the price of silver and in general prices, during the 
last quarter of the nineteenth century. 

Mr. Hawtrey’s discussion of the future of the gold stand- 
ard, and, more particularly, of the future of English experi- 
ence under that standard, follows lines partly familiar, partly 
new. Mr. J. M. Keynes’s arguments for doing away with 
the gold standard altogether are met by Mr. Hawtrey with 
arguments almost identical in kind with those of one who, 
while out of sympathy with the program of the extreme pro- 
tectionist, objects quite as much to the proposal to do away 
with tariff barriers at a single stroke. Consider, for example, 
Mr. Hawtrey’s argument for taking into account the claims 
of vested interests, as well as his argument for more serious 
weighing of the losses from friction during the new adjust- 
ment, and his reminder that there is no certainty that the 
futuré is bound to be an era of international peace. The 
sanity and balance of Mr. Hawtrey’s conclusions as to the 
desirability of retaining the gold standard will probably 
commend them to most readers. One is not so certain as to 
the justice of his conclusions concerning the present and the 
future of the London money market. It is, indeed, hardly 

2. The point was of course stressed in the Genoa Resolutions, and 
in Mr. Hawtrey’s discussion of them. See especially Monetary Re- 
construction, Essay VI. The application of the point to the history of 


bimetallism is suggested, (op. cit., p. 126), but is not treated with the 
emphatic incisiveness one finds in the present volume. 
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possible to quarrel with Mr. Hawtrey’s argument that the 
challenge to London’s position as the world’s monetary 
center was not serious so long as England’s depreciated, and 
even fluctuating, currency was only one in a world of depre- 
ciated and fluctuating currencies, and that England’s return 
to gold was effected in time to salvage London’s position in 
the international short-term-loan market. It does not neces- 
sarily follow from these considerations, however, that the 
“Bank of England is the natural leader of the world in the 
regulation of credit,” and that, ‘‘great as are the wealth and 
economic power of the United States, it is nevertheless true 
that internationally the power of London over credit is 
greater than that of New York.”* All that Mr. Hawtrey 
demonstrates is that London’s credit policy must affect all 
the money markets with which its operations are closely in- 
tertwined; he does not show that London’s credit policy can 
now be determined with the same, or even approximately the 
same, degree of independence of any action of the banks 
of the United States that could be assumed before the war. 
The facts of the matter are that the Federal Reserve Sys- 
tem can at any moment destroy the effectiveness of any 
credit policy London may choose to adopt; that London 
is fully conscious of this fact, and will take no serious step 
without careful consideration of the possibility that its ef- 
forts may be vitiated by the unwillingness of the Federal 
Reserve Banks to encourage the policy it contemplates. 
Disagreement upon such points is not a serious matter. 
There is another range of problems, however, with which 
Mr. Hawtrey is obviously deeply concerned, and in regard 
to these disagreement has an altogether different significance. 
There is a question of method, suggested by this range of 
problems, concerning which it is essential that there be no 
difference of opinion. Otherwise, a great deal of intense in- 
tellectual effort may be wasted in fruitless controversy over 
non-essentials, when it might be devoted to the construction 
and the elaboration of an increasingly powerful technique for 


3. Pp. 111-112. 
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the solution of pressing problems. The point involved is so 
important that it deserves to be developed at some length. 

There is a branch of the theory of money which might be 
called loosely, for want of a better name, the metaphysics 
of monetary theory.‘ The Germans, as might have been 
expected in view of their traditional inclination for this type 
of speculation, have concerned themselves much more with 
this branch of the subject than have the more terrestrially 
minded Englishmen — whether entirely to good purpose re- 
mains yet to be seen. Under this general head of “meta- 
physical” themes in monetary theory are to be placed such 
topics as the definition of money, discussions of the “essential 
nature” of money, the “functions” of money, and similar 
questions. The problem of method indicated turns upon the 
question whether a sharp distinction can be drawn between 
such problems and those which may be characterized as 
problems of mechanism and sequence, on the ground that 
the latter promise the attainment of a degree of definitive 
“truth” which, from their very nature, is denied to the 
former. If it can be shown that there is a range of problems 
in which such “truth” is unattainable, obviously there are 
clear grounds for arguing that any claim that one particular 
“theory of money” designed to handle such problems is 
“true” and that others are false or are mere “ approxima- 
tions” to the “truth,” may lead to one of two results, eitlter 
of which would be disastrous. There is the very real danger, 
already suggested, that preoccupation with the metaphysics 
of monetary theory will take the form of controversy the 
burden of which will be the desire to excommunicate all here- 
tics not reared in the “true” faith — when, as a matter of 

4. Altmann, Zur deutschen Geldlehre des 19. Jahrhunderts (in the 
Schmoller Festschrift, 1908, vol. i), uses the expression “‘qualitative”’ 
to describe problems corresponding roughly to what I have called the 
“metaphysical” type, and ‘“‘quantitative-dynamic”’ to describe what I 
have called problems of mechanism and sequence. The distinction 
between “qualitative” and “quantitative”? problems, however, always 
a slippery one, does not quite convey the distinction I have in mind. 
In any case, it would be best to avoid the danger of stereotyping terms 
which, like “static” and “dynamic,” are bound to be misused by sub- 
sequent writers. 
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fact, there can be no “true” faith in such things. There is 
the further danger, that the unhealthy agnosticism which 
may be generated by the patently fruitless controversy in the 
“metaphysical”’ field, will communicate itself to the treat- 
ment of problems where definitive “truth” is, as a matter of 
fact, actually attainable — altho it may be attainable only 
after slow years of painful effort. 

It is easy to argue that any attempt even to consider the 
problems which are suggested by what has been called the 
“metaphysical” branch of monetary theory is to be rejected 
once for all as fruitless, on the ground that one opinion upon 
such subjects is just as good as another. Mr. Hawtrey is 
too profound a thinker to suppose that one can really have 
exhausted the possibilities of monetary theory without ex- 
amination of what we have called its metaphysics. The 
alternative to such an examination, as he implied elsewhere,® 
is to leave this phase of the subject in the hands of such un- 
metaphysically minded men as Canning, who reached his 
conclusion by a simple process: in spite of all temptations to 
follow the monetary ideas of other nations, he had obsti- 
nately determined to “remain an Englishman” in his defi- 
nition of money and his notion of its essential nature. The 
value of Mr. Hawtrey’s own metaphysics — the importance 
of which in his own eyes is attested by the fact that a good 
part of the first of the four chapters in the book under review 
is devoted to a summary exposition of his doctrine on this 
head — lies, if in no other circumstance, in the fact that by 
demonstrating the possibility of an entirely different system 
which is perfectly intelligible and self-consistent, it shows 
the essentially ridiculous nature of the claims of those sup- 
porters of the gold standard who would elevate the desir- 
ability of adherence to the gold standard to the level of a 
“moral principle.” * Unfortunately, however, the matter 
does not end here. If the text of the present volume is to 
be interpreted literally, we are to understand that Mr. Haw- 
trey presents his metaphysics, not, as he seemed to do in 


5. Currency and Credit, p. 366. 
6. See p. 1 of the volume under review. 
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his earlier book, as providing one other possible way of look- 
ing at the problems involved, but as the “true” theory of 
money, designed to supersede the “by no means perfect or 
exact”’ theory of the “classical” writers, which was merely 
an “approximation to the true theory of money.’”? Mr. 
Hawtrey’s theory therefore provides a test case for the 
methodological question: the question, namely, of the pre- 
cise nature of the “truth” attainable in a discussion of such 
problems as the proper definition of money and the descrip- 
tion of its nature. 

Stated as briefly as possible, the essential features of Mr. 
Hawtrey’s monetary metaphysics seem to be these. Money 
is best defined on the basis of the functions it performs. Of 
the functions of money, the one which is prior historically 
and logically is the debt-paying function. The medium-of- 
exchange and the measure-of-value functions, for example, 
are mere consequences of the debt-paying function. This 
proposition as to the logical priority of the debt-paying func- 
tion over other functions is combined with a further pro- 
position as to logical distinction between the idea of a debt 
and the physical medium by which a debt is paid; the pur- 
pose being to prove that the really central idea in all discus- 
sions of the essential nature of money must be that of an ab- 
stract money of account, which is defined as the unit “in 
which debts and credits are reckoned.” * It follows that no 
hard and fast distinction is to be drawn between metallic 
money and “money-substitutes”; they are alike in kind, 
being equally media of debt-payment and equally subordinate 
to the abstract scheme of debt-reckoning which is represented 
by the notion of an independently existing money of account. 

It must be obvious that it is possible to construct a system of 
monetary metaphysics which runs counter to the Hawtreyan 
system at almost every point. In the first place, while there 
are many attractive features to the notion that definition must 
be based on function, it is by no means indisputable that 
function provides the only possible basis for definition. The 


7. Page 2. Italics are Mr. Hawtrey’s. 
8. See, e. g., p. 61. 
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usage of popular speech provides one possible basis; so do 
the facts regarding the historical use of the term “money” 
by economists. One has, indeed, only to survey the literature 
of the dreary debate by economists concerning the best defi- 
nition of the terms “capital” and “rent,” to be convinced 
of the possibility that any one of these bases for definition 
might commend itself to economists of the highest order of 
ability. 

In the second place, even if we grant that a functional defi- 
nition is the only proper one, it is possible to dispute the 
claim for a logical and historical priority of the debt-paying 
over the other functions. There have not been wanting 
writers, — particularly those of “metallist’’ sympathies, — 
to argue for the logical priority of the measure-of-value func- 
tion, from which they have deduced both the medium-of- 
exchange function and the debt-paying function. Nor is it 
difficult to find grounds upon which to challenge Hawtrey’s 
claim for the historical priority of the debt-paying function. 
Some of the facts which Hawtrey himself cites in other con- 
nections, and a great many more, may be used to rebut the 
claim that “if we turn to the actual institutions by which 
the money of a civilized country is governed, we shall find 
that the foundation is always a law prescribing by what 
means a debt may legally be discharged.”® As a matter of fact, 
Hawtrey’s claim is itself very much attenuated by the fact 
that the word “law” is supplemented, as often as not, by the 
phrase “or custom.” ! There is grave doubt, in any case, as 
to the accuracy of Hawtrey’s interpretation of the facts on 
the purely legal side. There may be advantages, from one 
point of view, in regarding “every sale of goods or service 
rendered” as giving rise to a debt;? but it is dangerous to 

9. Page 2. Italics mine. 

1. See, e. g., p. 6, where Hawtrey, in discussing the status of Bank 
of England notes during the Restriction Period, speaks of ‘‘convention”’ 
taking the place of law. Cf. also Currency and Credit, passim. Surely 
there is a vast difference between the two claims. One wonders whether 
the use of the word ‘‘custom”’ does not raise more difficulties than it 


solves. 
2. Page 3. 
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imply that the legal basis for payment of past and future 
debts is the same. The proposition that the facts of law and 
history lend unequivocal support to the notion of the prior- 
ity of the debt-paying function of money has yet to be 
proved. 

The possibility of constructing a system of monetary 
metaphysics contradictory at almost all points to Hawtrey’s 
brings us directly to the question in which we are primarily 
interested — the question, namely, as to the basis of choice 
between such contradictory systems. What, precisely, are 
the advantages of Hawtrey’s metaphysics? It may be 
granted that there is a kind of negative virtue in such a 
system, from the very fact that a demonstration of the pos- 
sibility of constructing a metaphysics at least as good as any 
to which it is contradictory provides in itself a potent argu- 
ment against any dogmatism. There are other virtues, how- 
ever, of a more positive kind, of which his system can boast. 
There can hardly be doubt that, if we are to judge the value 
of a general point of view from the practical corollaries which 
its proponents draw from it, there is a range of problems for 
which the Hawtreyan approach is extremely helpful. To be 
convinced, one has only to contrast the value, for an under- 
standing of the technique of credit-control, of Hawtrey’s 
exposition of the steps involved in an expansion of credit, — 
an exposition which Hawtrey professes to regard as corollary 
to and confirmatory of his fundamental thesis that “in theory, 
in practice, and in law . . . currency is better explained in 
terms of credit than credit in terms of currency,’ * — with 
the notion of the present-day exponents of the Canning and 
Peel type of monetary metaphysics, that regulation of the 
quantity of the currency, and more especially, the tying of 
the currency firmly to gold, is the only really necessary step 
to be taken by those responsible for the conduct of monetary 
and banking policy. 

It does not follow, however, that a given system, such as 
Hawtrey’s, is necessarily “true’”’ at all times, in the sense of 
being equally helpful toward the solution of all problems. It 


3. Cf. the preface of the volume under review. 
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is certainly arguable, for example, that discussion of the 
factors determining the extreme limits to which credit may be 
expanded within a banking system, may find an easier ap- 
proach through the notion of money as a medium of exchange 
of specific physical qualities, than through the notion of it as 
an abstract unit for measuring debts. It is even arguable — 
tho the grounds for the opinion cannot be stated here at 
length — that certain ambiguities and possible lacunae in 
Hawtrey’s treatment of bank-deposits as affecting the 
lending policy of banks, and as being affected by it, are due 
to a failure to consider the possibility of attempting, for this, 
matter at least, to explain credit in terms of currency, rather 
than vice versa. Such a position is perfectly reconcilable 
with an admission that for certain other problems Hawtrey’s 
notion as to the essential nature of money is “true,” and 
others “false”; it is irreconcilable only with the claim that 
a given system of monetary metaphysics is of itself, even tho 
it be dissociated from any specific problems, true or false. It 
is precisely because of this necessity of reference of all sys- 
tems to specific problems that there is ground for arguing 
that the “truth” attainable in the field of monetary meta- 
physics is not of the same quality as the “truth” with regard 
to the mechanism of price-change, or of exchange-move- 
ments, or of the internal and external drains, or of the doc- 
toring of diseased currencies. 

There remains, it is true, another possible basis for choos- 
ing between two rival systems of monetary metaphysics. It 
may be argued that, in the development of such systems, 
there is such a thing as elegance, in the sense in which a 
mathematical demonstration is said to be elegant; and that 
the more elegant of the two systems will usually imply the 
achievement of a greater degree of success than that at- 
tained by its rival in marshaling an apparently heterogeneous 
set of phenomena under a single broad heading, and deducing 
them all as specific applications of an all-embracing general 
principle. A theory thus developed may be said to “fit the 
facts” better than other theories, and by that token to be 
superior to them. 
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This conclusion, however, is to be drawn only with the 
greatest caution. For there is the danger, in the first place, 
that the result of a desire to find truths of the most “gen- 
eral” type may simply be the discovery of “truths” which 
are so very “general” as to be of doubtful practical utility. 
This result can be traced in much of contemporary economic 
theory. It is possible to argue, for example, that the sole 
result of a considerable part of the discussion of the theory 
of interest has been the development of “general” truths of 
this type. In the present instance, one wonders just what 
significance, aside from contributing to the elegant form of 
the whole, is to be attached to certain applications of Haw- 
trey’s basic proposition that “a debt is one of the fundamental 
concepts of economics.” * What are the really important con- 
sequences that follow from the conception of a sale of goods 
for cash as simultaneously creating and extinguishing a debt? 
In the second place, it is always to be borne in mind that the 
degree of “generality” which is found by the application of 
a single universal principle to scattered phenomena may be 
not something really inherent in those phenomena, but may be 
largely dependent upon the ingenuity of the system-builder, 
wiio includes certain phenomena, omits certain others, and 
subjects all to a very specialized mode of interpretation. Mr. 
Hawtrey tells us, for example, that the banker is “ primarily 
one who offers facilities for clearing or setting off debts,”’ 
and that while “it is convenient to combine with this func- 
tion that of short-term lending . . . where the two func- 
tions are separated, it is the clearing of debts, not the short- 
term lending, which distinguishes the banker.” ® This is a 
paradox to which many of our ablest writers on banking 
would not have subscribed, and with good reason.*® 

The construction of an elegant system is, therefore, — to 
use a familiar figure, — analogous to the painting of a pic- 
ture; it is not like a scientific description of the operation 

4. Page 3. 

5. Page 4. 

= , @.g., the discussion in Dunbar, Theory and History of Banking, 
p. 19. 
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of a steam-engine. So far as the criterion of “‘elegance”’ is 
a guide, a system is more or less true in precisely the sense in 
which a painting is more or less “true.’”’ As much depends 
upon the observer as upon the artist or system-builder. The 
argument for seeking after elegance in the construction of 
new concepts, and for applying them to a multitude of scat- 
tered phenomena, is merely that one is always justified in 
attempting to put things in a new way. What is illuminating 
to one reader may not be so to another, and the mere re- 
stating of a proposition, supposedly familiar, in new terms 
may start a train of fruitful and constructive thought. 
These remarks upon the metaphysics of monetary theory, 
and upon the nature of the “truth” attainable in that field, 
have been prompted by a single paragraph in this little book 
by a writer whose own definitive contributions toward our 
understanding of the non-metaphysical parts of his subject 
are sO numerous and important as to forbid the suggestion 
that he himself, despite his obviously deep and earnest in- 
terest in its metaphysics, will allow himself to be drawn into 
controversies which from their very nature are bound to be 
futile. One of the most common occurrences in the history 
of the development of economic doctrine, however, has been 
the tendency for disciples, less able than their masters, and 
without any of the saving sense of balance and proportion 
which characterized their master’s teaching, to seize upon 
parts of that teaching which the master himself regarded as 
comparatively unessential, and to hold to it blindly through 
the most impassioned controversy. That the danger of a 
fruitless war on battlefields upon which no victory can pos- 
sibly be gained is a very real one for monetary theory, can be 
verified by anyone who will take the time to review the course 
of monetary theory in Germany before and during the war. 
The controversy over Knapp’s State Theory of Money was 
merely a characteristic episode in a protracted session of 
barren and futile effort. It would be a pity if the authority 
of Mr. Hawtrey’s name were to be cited in support of the 
efforts of those who would make the field of monetary theory 
a kind of mad artists’ colony, in which all work feverishly 
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to produce paintings which their creators call “truth,” at 
the same time that they characterize the efforts of their 
rivals as mere “approximations.” 

What we all wish to see is the devotion of as large a portion 
of our workshop as possible to the serious business of under- 
standing just how our engines work, and just what may be 
done to make them function more smoothly. Engineers, 
we are told, watch eagerly for a new discovery by their col- 
leagues, and hasten to test it, in order to be able to incorpor- 
ate it as an integral part in a technique which increases in 
power from day to day. Surely economists in general, and 
monetary theorists in particular, can do no less; but it is 
necessary first to decide whether we are in the artist’s studio 
or the engineering laboratory. 


Artuur W. Marcet. 


UNIVERSITY OF MINNESOTA. 

















NOTE 


THE EFFECTS OF SPECIAL LABOR 
LEGISLATION FOR WOMEN ! 


For several years a heated controversy has been waged 
within the ranks of women over special labor legislation for 
women. It started as a side issue in the debate over the 
‘equal rights” amendment that was brought forward in 1922 
by the Woman’s Party to remove by a blanket declaration 
all existing inequalities in law between men and women. No 
sooner had this amendment been introduced in Congress, 
than it was attacked by such organizations as the Women’s 
Trade Union League and the Consumers’ League, on the 
score that it would sweep away not only the disabilities of 
which women complain, but also the special labor legislation 
enacted for their protection. To this argument the champions 
of the “‘equal rights” amendment countered by claiming that 
the special labor legislation for women, instead of being of 
benefit, really retards their progress. From these beginnings 
the controversy has grown until it has completely over- 
shadowed the proposed equal rights amendment. The only 
blanket, equal rights law enacted anywhere — the Wiscon- 
sin law of 1921 — expressly reserves to women the protection 
they enjoy under special laws; and this act was heralded by 
the Woman’s Party with great acclaim, and was long repre- 
sented as illustrating what it hopes to secure in all states 
through the proposed amendment to the constitution of the 
United States. Now, however, the Woman’s Party refuses 
to accept any such qualification, and aggressively opposes all 
special labor legislation. In this position it has probably 
made some converts, but the bulk of the women trade-union 
leaders and the social workers are still on the other side and 


1. A paper read at the Wisconsin Conference on Social Work. 
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vigorously combat the contentions of the Woman’s Party as 
to the alleged bad effects of the special labor legislation. 

Like most bitter controversies, this controversy has thus 
far produced more heat than light. In fact, only two at- 
tempts have been made to get at the facts in this controversy 
in a systematic and scientific manner. One of these is the 
study of Miss Elizabeth F. Baker,? the other is the nation- 
wide survey which the United States Women’s Bureau has 
been making during the last year of the effects of the special 
labor legislation for women in all of its phases. 

Miss Baker’s conclusions in the main support the conten- 
tions of the Woman’s Party. In industries in which women 
predominate special laws for women workers have proved 
beneficial, but in other industries the “ protective” laws have 
operated to keep out the women employees. Miss Baker, 
moreover, is of the opinion that the future of women lies in 
these industries, rather than in the overcrowded ‘“ women’s 
industries.” The net effect of the special labor legislation for 
women, thus, Miss Baker concludes, has been detrimental to 
women’s progress. Miss Baker’s study has failed to make any 
impression upon the supporters of special labor legislation for 
women, and admittedly the evidence which she presents in 
support of her conclusions is but scanty. Miss Baker herself 
makes no claim other than that the evidence shows the need 
for further study. 

The survey of the Women’s Bureau has not been com- 
pleted, but its main findings have been made public in two 
preliminary reports. One of these was given in January, 
1927, to the New York Industrial Survey Commission; it 
related solely to the hours-of-labor laws. The second was 
presented by the director of the survey, Miss Mary N. Wins- 
low, to the National Conference for Social Work, at Des 
Moines in May, 1927, and covered the entire scope of the in- 
vestigation. These preliminary reports, altho scientifically 
qualified, have both been favorable to special labor legislation 
for women. 


2. Protective Labor Legislation, with Especial Reference to Women 
in the State of New York, published by Columbia University, 1925. 
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To date, the Woman’s Party has not commented upon 
these preliminary reports of the Women’s Bureau, but it is a 
foregone conclusion that it will not accept the results. This 
was practically settled when the Women’s Bureau rejected 
the method of study suggested by the Woman’s Party, which 
was to conduct public hearings at which the opposing parties 
might present their respective claims. Instead, the Women’s 
Bureau has pursued the more prosaic but more scientific 
method of gathering information at first-hand through field 
agents and questionnaires. 

Generally accepted data on the effects of special labor 
legislation thus are scanty. But enough facts are available, 
particularly in official reports made without reference to this 
controversy, to warrant an attempt at an impartial summary. 

The essential facts appear to be these. Special labor legis- 
lation for women is far less extensive than most discussions 
assume. Similarly, it has had much less effect, either for good 
or evil, than is claimed. Except in a few instances, it has not 
affected women’s opportunities for employment. On the 
other hand, it also has had little effect upon the general level 
of women’s hours of labor, wages, or working conditions. Its 
effect has been confined mainly to bringing backward indus- 
tries up to standards more nearly approximating the general 
average. 

Yet it is more certain, and also more important, that all 
generalizations as to the effects of special labor legislation for 
women are dangerous and must be qualified. There are some 
special labor laws which are vicious and more that are useless. 
Little is to be gained by discussing special labor legislation 
for women in general, and certainly no agreement thereon is 
likely to be reached in the near future. What we need is 
specific information: facts upon the effects of particular labor 
laws and types of laws, rather than of special labor legislation 
generally. 

There are four general types of special labor laws for 
women: (1) prohibitory laws, which prohibit the employment 
of women in certain trades or occupations; (2) special equip- 
ment laws, which require special sanitary and health equip- 
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ment for women employes; (3) minimum-wage laws, which 
are applicable to adult women but not to adult men; and (4) 
women’s hours of labor laws, which restrict the hours of labor 
of women more drastically than those of men. These may be 
taken up in order. 

(1) First, prohibitory laws. From many discussions of 
the subject one may well get the impression that special 
labor legislation for women consists mainly of laws barring 
women from engaging in employments open to men. In fact, 
such prohibitory legislation is small in volume and of but 
slight practical importance. Of all the states only Ohio has 
what can fairly be described as a long list of such prohibited 
employments. Most states either have no laws of this kind, 
or prohibit merely employment in mines and quarries and 
in saloons and bar-rooms. In addition, six states prohibit 
women from oiling and cleaning machinery in motion, and 
five restrict women’s work in core-rooms to light work and to 
well-ventilated establishments. New Jersey and Pennsyl- 
vania restrict the employment of women in certain lead 
processes; Ohio and Pennsylvania prohibit employment as 
gas or electric meter readers and at section work on railroads; 
New York and Ohio, work on moving abrasives; California 
and Massachusetts, the lifting of weights in excess of 75 
pounds; Ohio, the repeated lifting of weights in excess of 25 
pounds, and Washington, all heavy lifting. Further, six states 
prohibit the employment of women for from two to four 
weeks before and after child-birth. Besides these there are 
no employments which are prohibited to women in more 
than one state, and such additional prohibitions occur only 
in New York, Pennsylvania, and Ohio. New York prohibits 
the employment of women in night messenger service and in 
basements of stores and restaurants, except upon special per- 
mit. Pennsylvania has six other prohibited employments, 
none of which are of much importance, except possibly work 
in the laboratories of explosive plants and as waitresses in 
theatres and circuses. Ohio, with by far the longest list in 
the country, has some fifteen prohibited employments not 
prohibited elsewhere. These include work as elevator opera- 
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tors, taxi-drivers, night ticket-sellers, all delivery service, and 
numerous employments in which few women are employed 
anywhere. 

That there is nothing scientific about these existing pro- 
hibitory laws, the most ardent proponent of special labor 
legislation must admit. There is no evidence that, any of the 
kinds of work which are prohibited, except work in lead pro- 
cesses, are more dangerous or harmful to women than to men. 
As regards lead processes, it is well established that they 
present much more serious hazards to women than to men. 
This holds true also of the processes in which benzol is used 
and of some other industrial poisons.* But nowhere in this 
country, except in New Jersey and Pennsylvania, is the 
employment of women in these really dangerous processes 
restricted; and these two states have only very limited 
restrictions. 

A few of the prohibitory laws also have probably prevented 
women from getting work they might otherwise have ob- 
tained. In New York the prohibition against the employment 
of women in certain grinding processes cost a few women jobs 
they were actually holding, and a few of the many employ- 
ments prohibited to women in Ohio are in lines in which a 
considerable number of women are employed in other states. 

As to most of the prohibited employments, however, the 
situation is that women are not engaged therein even in 
states in which there are no such prohibitions. Moreover, 
there are many occupations not prohibited in any state in 
which no women are engaged, or very few. This is true of all 
the building trades, of logging and lumbering, of boiler mak- 
ing, of all branches of railroad train service, and of yet other 
important occupations. Legal restrictions have been only a 
minor factor in determining the kinds of work in which 
women are employed. The prohibitory laws have had almost 
no effect, either for good or evil. They are mainly old, dead- 
letter laws, not worth fighting over. 

(2) Laws (including regulations having the force of law) 


3. ‘See Women Workers and Industrial Poisons, by Dr. Alice Hamil- 
ton, Women’s Bureau Bulletin No. 57. 
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requiring special equipment where women are employed are 
of much greater practical importance than the more dis- 
cussed “prohibitory” laws. The oldest of the laws of this 
type, to be found in practically all states, are those requiring 
employers in stores, and often also in factories, to provide 
seats for their women employees. More important are the 
laws or regulations, also to be found everywhere, for toilet 
and wash-rooms for women employees, and the requirements, 
in fifteen states, for dressing-rooms where women employees 
may change their clothing and keep their street clothes dur- 
ing working hours, and, in six states, for lunch rooms where 
women employees must eat their lunch on the premises. 
Finally, there are about a half-dozen states which have mis- 
cellaneous requirements regarding sanitation applying only 
where women are employed, of which by far the most im- 
portant are the Pennsylvania orders which require special 
equipment before women may be employed as motion-picture 
operators or in the manufacture of explosives and chemicals. 

These special equipment laws, and particularly those re- 
lating to dressing-rooms and lunch rooms, involve consider- 
able expense. For this reason, it is probable that they have 
somewhat retarded the employment of women. The critics 
of special labor legislation, however, have made but few ob- 
jections to these laws, and there are few people, if any, who 
would like to see them repealed. 

(3) Prior to the decision of the United States Supreme 
Court in the District of Columbia case in 1923, minimum- 
wage laws represented a very important type of special labor 
legislation for women. As a result of this decision, however, 
minimum-wage laws have lost much of their former import- 
ance. A dozen states still have such laws, and in at least a 
majority of them some efforts continue to be made at en- 
forcement. Likewise, it is not yet settled that all minimum- 
wage laws for women are unconstitutional, especially the 
non-mandatory minimum-wage law of Massachusetts and 
the new “oppressive wage” law of Wisconsin. The fact re- 
mains, however, that the Supreme Court has all but killed 
minimum-wage legislation. No state has been added to the 
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list of states having minimum-wage laws since this decision 
was rendered, and only Massachusetts has extended the 
scope of its minimum-wage orders. 

Upon the effects of the minimum-wage laws, there is a 
great mass of statistical data, particularly for California, 
Massachusetts, and the District of Columbia, as regards the 
number of women employed and the wages paid before and 
after the adoption of minimum-wage orders. Every such 
study has revealed that the adoption of minimum-wage 
orders directly increased the wages of a considerable per- 
centage of the women employees affected and in no instance 
led to any reduction in the number of women employed. 
Only six states ever prescribed minimum-wage rates which, 
when reduced to an hourly basis, amounted to as much as 30 
cents an hour; and in two of these six states the rates pre- 
scribed for most industries were less than 30 cents per hour. 
Five states fixed no rates above 25 cents an hour. Yet low 
as were these minimum-wage rates, they exceeded the rates 
previously paid to many women employees, particularly in 
such typical “‘women’s industries” as telephone exchanges, 
tobacco warehouses, small stores, and home work. When 
Wisconsin in 1919 fixed a minimum-wage rate of 22 cents per 
hour fer women with six months’ experience in industry, this 
meant an increase for nearly one third of all women employees 
in the state. Even this last year, the industrial commission 
collected above $8,000 as back pay for women employees 
who were paid less than the present very inadequate mini- 
mum-wage rate of 25 cents per hour in cities of 5,000 and 
up, and of 22 cents in smaller places. Rates like these, and 
the rates established generally under minimum-wage laws, 
are meaningless in organized industries and in the lines of 
work which women have entered but recently, and in which 
they are competing with men. But they amount to some- 
thing in backward “women’s industries,” and are of value to 
the most poorly paid of women employees. 

This conclusion tallies with the facts found in the study 
upon the effects of the non-mandatory minimum-wage law 
of Massachusetts, recently made by the National Industrial 
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Conference Board.‘ These were that the general level of 
wages in occupations for which minimum rates have been 
set ‘“‘is just about where it would have been had there been 
no wage law . . . although the wages of some women in 
Massachusetts industries have been raised since 1914 through 
the operation of the minimum-wage law.’’ Whether the 
conclusion which the National Industrial Conference Board 
draws from these findings, that “‘an impartial evaluation of 
results can produce very little in favor of recommendatory 
minimum-wage legislation for women,” is sound or unsound, 
the findings themselves seem well supported by evidence. 
Minimum-wage legislation for women, not only in Massa- 
chusetts but everywhere else, apparently has had but little 
effect upon the general level of wages, but has increased the 
wages paid to the women employees at the bottom of the 
scale. 

(4) The laws on women’s hours of labor are by far the most 
important of the special labor laws for women employees. 
Yet even the importance of this type of special labor legisla- 
tion can easily be exaggerated. While all but four states re- 
strict the hours of labor of women employees in at least some 
respects, the restrictions imposed in most of the laws are far 
from drastic. Only eight states, in addition to the District 
of Columbia, provide for a maximum eight-hour day for 
women employees, and only six states have a maximum 
forty-eight-hour week, and but ten states a fifty-hour week 
or less. Twenty-two states allow ten hours per day or more, 
and fourteen states a working week of sixty hours or more, 
including in both cases the states which place no limitations 
upon women’s hours of labor. In contrast, the United States 
Census of Manufactures of 1921 shows that of all persons 
employed in manufacturing establishments in that year 
throughout the United States, most of whom were men, 51.5 
per cent had a working week of forty-eight hours or less, and 
only 9.9 per cent a week of sixty hours or more. For the five 
years since 1921, no similar statistics of comprehensive char- 


4. Minimum-Wage Legislation in Massachusetts. Published by the 
Board, 1927. 
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acter are available, but there is much evidence that in many 
industries hours of labor have been further reduced. Beyond 
question most men in this country now enjoy scheduled hours 
of labor of forty-eight hours per week or less, while the maxi- 
mum hours of labor permitted to women are nowhere less 
than forty-eight hours, and in most states considerably 
longer. The women’s hours-of-labor laws, moreover, are 
honeycombed with exceptions, and among the generally 
excepted establishments are at least two in which long hours 
are customary, namely the canning factory and the small 
telephone exchange. 

Upon the effects of the women’s hours-of-labor laws much 
information is available, particularly in the bulletins of the 
Women’s Bureau. Especially valuable is Bulletin No. 43, 
which reports the results of a survey of the hours of labor of 
women which prevailed in September, 1923, in some 1700 
establishments employing above 160,000 women, located in 
fifteen widely scattered states, with varying legal standards. 

The available data suggest strongly that legal limitations 
have but little effect upon the average hours of labor of 
women. True, the United States Women’s Bureau, in its 
preliminary report on the survey that it made in 1926 upon 
the effects of women’s hours-of-labor laws, claims that the 
enactment of laws establishing a 48- or 50-hour week was 
followed practically everywhere by a reduction of the hours 
of labor for both women and men. Miss Baker reached the 
same conclusion as regards the effects of legal regulation 
upon hours of labor in stores in New York. On the other 
hand, the published reports of the Women’s Bureau estab- 
lish that average hours of labor are as low in states without 
regulation and in states with low standards, as in the states 
having high standards. In fact, in the survey of the hours of 
labor in September, 1923, in fifteen states, the largest per- 
centage of women enjoying an eight-hour day was found in 
Iowa, a state which has no women’s hours-of-labor law. 

While laws concerning women’s hours of labor appear to 
have little effect upon average hours, they have a pronounced 
effect upon the maximum hours. Wherever women’s hours 
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are unregulated or low standards prevail, some women work 
extremely long hours. Conversely, where restrictions apply, 
a considerable percentage of the women employees work 
precisely the number of hours permitted by law, but rarely 
do any women work more than this legal maximum. 

How legislation affects women’s hours of labor is illustrated 
by surveys made by the Women’s Bureau, at practically the 
same date, for Iowa and Ohio in 1921 and for Illinois and 
Oklahoma in 1924. Iowa with no regulations, and Illinois 
with a maximum ten-hour day and 70-hour week, had a 
larger percentage of their women employees who enjoyed an 
eight-hour day than Ohio and Oklahoma, with a maximum 
nine-hour day and a 50- and 54-hour week, respectively. In 
Iowa, however, altho nearly 53 per cent of all women em- 
ployees worked 50 hours per week or less, one food factory 
worked women on twelve-hour shifts, and a candy factory 
had a scheduled week of 73 hours, while 18 per cent of all 
women employed in hotels and restaurants worked 70 hours 
per week or more. In Ohio, in contrast, at the same time and 
in the same industries, only two establishments were found 
which exceeded the legal maximum of 50 hours. Similarly, 
while in Oklahoma less than one per cent of the women em- 
ployees worked more than nine hours per day, one eighth of 
all women employees in Illinois, outside of Chicago, worked 
the full ten hours permitted by law. 

Upon the question whether legal restrictions operate to 
keep women out of employment and lead to the replacement 
of women by men, but few facts are available. Miss Baker 
asserts that this is a likely result in industries in which men 
predominate, but cites only two concrete cases which sup- 
port her conclusion. One of these was the discharge of all 
women employed in the transportation service of the New 
York traction companies in 1919, when their hours of labor 
were drastically restricted. The other is the fact that eight- 
een women found employment on night shifts when, in 
1921, New York exempted newspaper offices from the pro- 
hibitions against night work by women employees. On the 
other hand, the Women’s Bureau has announced, as one of 
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the conclusions of its still unpublished survey made in 1926, 
that daily and weekly limitations of women’s hours of labor 
have generally led to no replacement of women and have but 
little effect upon their opportunities for employment. In 
only two of the more than 700 establishments covered in its 
survey did it find any genuine cases of the replacement of 
women by men. It reports, however, also that limitation of 
the hours of labor of women of the professional class, as for 
instance, pharmacists, has at times proved a handicap in 
getting a position. 

While this is substantially all the evidence that is available 
on the effects of women’s hours-of-labor laws upon oppor- 
tunities for employment, the probable truth of the matter is 
clearly forecast. The existing daily and weekly restrictions 
have only in rare cases had any effect upon the employment 
of women. This results from the fact that the hours women 
are permitted to work are rarely shorter than those which 
men normally work. In this situation the only reason (re- 
lating to hours of labor) which an employer can have for pre- 
ferring men to women, is that men can work overtime when 
occasion demands, while women cannot do so under most of 
the hours-of-labor laws. The seriousness of this handicap 
varies in different industries; but that it is a factor which 
ought to be taken into consideration is very clear. Sensible 
hours-of-labor legislation must give weight to the needs of 
the industry and should be as flexible as is consistent with 
health and public welfare. 

It is also probable that night-work restrictions have a more 
pronounced effect upon women’s opportunities for employ- 
ment than daily or weekly limitations. These restrictions 
generally amount to unalterable prohibitions, which of neces- 
sity are decisive when a question arises as to whether men or 
women should be employed. It is also true, on the other 
hand, that few women have ever been employed at night in 
the industries to which night-work restrictions apply, so that 
definite effects upon the employment of women are seldom 
provable. 

Two conclusions appear warranted as to the effects of 
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women’s hours-of-labor laws upon women’s opportunities for 
employment. One is that, while undoubtedly restrictions 
upon women’s hours of labor are taken into consideration 
when employers determine whether men or women should be 
engaged, this is only one of many factors so considered and 
generally only a minor one. Much more important are such 
matters as the saving in wages to be effected by employing 
women, the expense involved, and the feasibility of the rear- 
rangement of processes to suit the strength and skill of women 
employees, the attitude of their fellow workmen, and the 
prejudices of the employer. The other conclusion that can 
be drawn is that legal restrictions are likely to produce ad- 
verse effects unless they are adapted to the peculiar conditions 
to be found in certain industries. It will not do, for instance, 
to apply the same restrictions to the work of women on street- 
car lines as to work in factories, as was demonstrated when 
New York in 1919 took this step, which was followed by the 
discharge of all the women employed in transportation ser- 
vice in New York City. This means that varying standards 
for different industries are desirable and necessary and that 
the restrictions, to be fair to women employees and prospec- 
tive women employees, must be adapted to the special situa- 
tion presented in each industry. 


Epwin E. WIrte. 
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